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GIRL: Shucks, there’s no magic about that. Anyone can use one sheet of this 
carbon paper up to 60 times! 


MAGICIAN: But don’t the copies get blurred, and hard to read? 


GIRL: Not at all! You see, I’m using Roytype’s Park Avenue carbon paper, made 
by the Royal Typewriter Company. And one sheet of Park Avenue can be 
used up to 60 times, cleanly and clearly! This test copy proves it... 
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Laboratory test No. 36351-NY, issued March 19, 1943 


MAGICIAN: / still think it’s magic! This looks almost like it was made from a fresh sheet 
of carbon paper! How do they do it? 


GiRL: The Royal salesman told me it’s because Park Avenue is “deep-inked” by 
a special process that soaks the ink right down into the paper. And then, 
Park Avenue has an extension edge that lets you reverse the sheet, top to 
bottom, so all areas of the paper can be used. 


MAGICIAN: I see. No trick at all . . . just common sense! No wonder you can get so many 
more copies from each sheet of Park Avenue! 


Complete line of carbon papers 


HERE ARE MANY different carbon 

papers in the Roytype* line, made by 
the Royal Typewriter Company. One of 
these ... it may be Park Avenue, or it 
may be another . .. will exactly fit your 
needs, depending on the particular type 
of work done in your office. Your local 
Royal Typewriter Representative will 
gladly show you the whole price range of 
Roytype carbon papers and help you 
choose the weight, finish, and quality 
best suited to your requirements. 
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< ROYTYPE 


Carbon Papers and Ribbons 
made by the 


ROYAL 
TYPEWRITER COMPANY 
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*Trade-Mark Registered U. S. Pat. Off., 
Copyright 1943, Royal Typewriter Company, Inc. 
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“DITTO CONTROL IS INDISPENSABLE 
IN COORDINATION OF WAR ORDERS” 


—BELL & HOWELL COMPANY 


Day and night, from coast to coast, as an integral part 
of the greatest eng ag Ne schedules the world has 
ever known, DITTO is helping war plants to estab- 
lish new records of efficiency, speed and accuracy by 
its handling of production, purchasing, payroll and 
order billing. 

CONSOLIDATED SHIPBUILDING CORP. says: 
“The navy praised our fast, accurate Ditto Methods!” 

- LOCKHEED AIRCRAFT wrote: “Nothing 

bought, assembled, sold, or billed without use of 
Ditto!” . . . HUDSON MOTOR CAR CO.: “With 
Ditto we are able to keep abreast of government 
instructions!” CHAIN BELT COMPANY: “Ditto 
speeds our deliveries a full week on parts production!” 

Write today for free samples showing how Ditto 
one-typing Business Systems vendtinclgiins Ditto’s 
amazing versatility will carry the load in every phase 
of your operation— 
PAYROLL—AII records from one single writing! 
PRODUCTION —Save up to 36 hours getting orders 
into the shop! 


PURCHASING—Get raw materials into your plant 
10 days faster! 


ORDER-BILLING—Eliminate 90 per cent of all typing! 


DITTO 4... 


Reg. U.S. Pat. Off. 
DITTO, Inc., 622 SO. OAKLEY BLVD., CHICAGO 12, ILL. © Manufacturers of Business Machines and Supplies 
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TRAINING YOU CAN RECOMMEND WITH 


(Zon 


The LAS. Course is one you can rec- 
ommend, with confidence, to those 
whoask your advice regarding a good 


correspondence course 1n accounting. 


The uniformly high caliber of the 
men who compose the 1.A.S. Staff 
is in itself eloquent testimony as to 
I.A.S. training. The cooperation of 
Staff members in various advisory and 
consulting capacities provides the 
practical, broad viewpoint which is 


sO necessary in adult education. 


Free catalog on request to you of to 
any member of your staff who is 


interested. 
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DATES AHEAD 


MEETING DATES OF 
CONTROLS 


November 
1—Twin Cities 
2—Buffalo 

November 3—Bridgeport 

November 4—Philadelphia 

8—Kansas City 


November 9—Cincinnati, 
land, Milwaukee 


November 10—Baltimore 


November 


November 


November 


Cleve- 


November 11—Chattanooga, Day- 
ton, Hartford 


November 16—Springfield, Syra- 


cuse 


November 18—Los Angeles, New 
York City, San Francisco 


November 22—St. Louis 


November 23—Boston, Chicago, 
District of Columbia, Houston 


November 24—Indianapolis, Louis- 
ville, Rochester 


November 29—Pittsburgh 
November 30—Detroit 


December 


December 1—Bridgeport 
2—Philadelphia 
6—Buffalo, Twin Cities 
8—Baltimore 


December 9—Dayton, Hartford 


December 
December 


December 


December 10—Chattanooga 
December 13—Kansas City 


December 14—Cincinnati, Cleve- 
land, Milwaukee 


December 16—Los Angeles, New 
York City, San Francisco 


December 21—Springfield, Syracuse 
December 22—Indianapolis 
December 27—Pittsburgh, St. Louis 


December 28—Boston, Chicago, 
Detroit, District of Columbia, 
Houston 


December 29—Louisville, Rochester 


Note: These are scheduled dates. Some 
changes may be made. 
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L.dttortal Comment 


Controllers W ere Farseein g 


; Goes lively discussions on postwar problems which 
are taking place in business, economic, governmen- 
tal and financial circles are being centered, for the most 
part, on the subjects which were envisioned by control- 
lers in the fall of 1942 as likely to present themselves 
upon cessation of hostilities—first in the transition pe- 
riod, and later in the reconstruction years. These 
problems were described and explored in a report made 
public in September, 1942, by a committee of The Con- 
trollers Institute of America known as the Committee 
on Postwar Controllership Problems. The report was 
entitled “Wartime Planning to‘ Meet Postwar Prob- 
lems.” It emphasized the fact that many of these 
problems are presenting themselves now in their pre- 
liminary stages. 

The vision and the thoroughness of the controllers 
who compiled that report are testified to by the fact 
that the organizations and groups which are devoting 
time today to posing and analysing postwar problems 
have found in the past year little to claim their atten- 
tion that was not contained in the controllers’ report. 

However, matters are moving along to the extent 
that action by governmental agencies is being asked by 
business groups, and the discussions and examinations 
of these problems during the past year have served to 
clarify thought to the point that practical agreement 
has been reached on a number of points. 


Uncertain Factors 


_— important phases of the problem are still in 
the realm of uncertainty—such as what the govern- 
ment intends to do with the plants it is operating, and 
what disposal the government is to make of the vast 
quantities of material it will have on hand when the 
victory has been won. Both of these points were em- 
phasized in the controllers’ report a year ago, but the 
country is still in the dark as to the government’s plans. 

It is estimated that 25 per cent. of the country’s pro- 
ductive capacity is government owned. The question 
is, does government plan to compete with private in- 
dustry? From all sides comes the suggestion that a di- 
rect statement as to the government’s intentions would 
be not only helpful, but would give a big lift to busi- 
ness by aiding forward looking executives to go for- 
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ward with their plans now, building on a firm founda- 
tion. 

The same applies to the estimated $50,000,000,000 
worth of goods which the government will have on 
hand. If these are dumped at a sacrifice the chances of 
setting up an era of good business within a year or two 
after fighting ceases would be reduced if not elimi- 
nated. This phase of the problem is tied up with the 
procedure, yet to be established, for terminating war 
contracts, making prompt settlements, and disposing 
of the goods produced and the materials on hand. If 
a sound policy is adopted which will maintain prices 
and prevent sacrifice sales, it will go a long way toward 
helping business to get to the task of producing peace 
time goods. 

The building of reserves by business concerns is still 
another cog in the wheel. The need of making pro- 
vision for those reserves now, by the allowance of suit- 
able tax deductions for that purpose, has been well pre- 
sented to Congress and should be given careful consid- 
eration. 

Business leaders believe that with the cooperation 
of government in these matters it will be possible to 
provide employment for 55,000,000 persons within a 
reasonable time. This seems to be the goal of postwar 
economy. 


Controllers In Postwar Departments of Business Concerns 


r. is significant that many business concerns have set 
up postwar departments or committees during the 
past year, and that controllers in many instances have 
been asked to head up those departments. Practically 
all large companies have established such departments, 
and hundreds of medium sized companies have adopted 
that plan. Such is the emphasis that business execu- 
tives are placing on these matters that the postwar 
problems may be said to have taken almost top rank in 
the minds of the managements of business. First place 
still is held by the current problems of production. 
The high place that controllers occupy in manage 
ment councils is emphasized by the placing of control- 
lers on these committees, if not as their chairmen. So 
many financial problems present themselves in any 
studies of postwar possibilities that it is a logical move 
to place a large part of the responsibility for measuring 
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the soundness of any plans which may be developed, 
on the shoulders of the controller. The report “War- 
time Planning to Meet Postwar Problems” pointed out: 


“Whether or not a given business will survive the 
reconstruction period; whether it will emerge from these 
war and postwar trials intact, or with even a measur- 
able portion of its capital structure preserved and ready 
to forge ahead into the new and unknown era which 
lies in the future, will depend in large measure on the 
manner in which provision is made now for maintain- 
ing capital structure of business enterprise through the 
uncertain times ahead. On such planning will depend 
the steps that are taken to prepare for the future and 
for meeting coming changed conditions so far as they 
can be envisioned at this time. A distinct challenge 
to controllers—this effort to foresee what conditions 
will be, and how soon they will present themselves.” 


Further, this report said: 


“Business is in a better position today to foresee and 
consequently to plan to meet stresses of rapid economic 
and business fluctuations, than it was ten and twenty 
years ago, largely because of the service that controllers 
are performing, as contrasted with the rather limited 
functions handled by controllers of a decade and two 
decades ago. Today controllers, in constant touch with 
trends as disclosed by current figures, are in a position 
to warn managements of what may happen, and thus 
forestall unfavorable developments by making it pos- 
sible to take prompt action in situations which are only 
in the developing stage.” 


A review is being made by the Committee on Eco- 
nomic Development of the types of committees or de- 
partments which business concerns have set up, of the 
scope of the work which they are doing, and of the 
plans they are following. The inquiries already made 
disclose that controllers are playing a prominent part 
in the postwar planning which business is doing. 


A Concise Statement on Rene gotiation Practices 


NESS knows what is wrong with present rene- 
gotiation practices. The facts are readily available 
to Congress. The corrections of the present law which 
many business leaders feel should be made were set 
forth succinctly by Mr. James F. Lincoln, President of 
the Lincoln Electric Company, of Cleveland, in a letter 
to Chairman Robert L. Doughton of the Committee on 
Ways and Means of the House of Representatives, as 
follows: 


“All taxpayers under the renegotiation law must have re- 
course to the courts without any possible retribution from the 
price adjustment boards. 

“All proceedings must be a matter of public record. 

“In order to eliminate the interference with management 
now involved, the statement obtained by the Treasury De- 
partment for the taxpayer’s company should be the informa- 
tion used for determining any additional assessment. 

“A known lawful formula must be used. This formula 
should be different in the case of a manufacturer using his 
Own money and one financed by government. 
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“The formula must give more profit to the efficient pro- 
ducer for reducing cost. Incentive to higher efficiency must 
be restored. This is fundamental. 

“All commercial products whose prewar price was con- 
trolled by competition must be free from renegotiation, pro- 
vided they have not been increased in price beyond the actual 
increases in labor and material. 

“Renegotiation must be after taxes, as this is the only profit 
left to the producer. It must leave the efficient manufacturer 
enough for rehabilitation of his plant and ample reserve. for 
postwar contingencies. 

“The procurement agencies must favor the efficient man- 
ufacturers by placing contracts with them so their genius will 
reduce the cost and increase the rate of production. Incen- 
tive here must be restored.” 


Will Mr. Lincoln’s message be merely a voice crying 
in the wilderness ? 


Commending Controllers’ National Meeting 


ROM all sides commendatory messages have been 

received concerning the Twelfth Annual Meeting 
of The Controllers Institute of America. Members and 
visitors alike have expressed their appreciation of the 
inspiring program and the constructive messages which 
were delivered on that occasion. The Institute ex- 
pressed to Mr. E. B. Nutt, of Standard Oil Company 
(New Jersey), Chairman of the Committee in Charge 
of the Annual Meeting, its appreciation of his services 
by writing him: 

“This is a formal communication on behalf of the 
Board of Directors of our Institute, through which I 
have been asked to express to you the deep and sincere 
appreciation of the Board and of all the officers of The 
Institute for the masterful way in which you planned 
and carried out an annual meeting which takes rank as 
the largest, most productive and generally most suc- 
cessful of any in the history of The Institute. 

“The high plane on which you and your Committee 
put this Annual Meeting has not gone unnoticed among 
the officers and directors, and it is their feeling that the 
high standards you have established have made a deep 
impression on the business public generally, as well 
as on the members of our organization. It represents 
progress. Our members appeared to have been ready 
for it and they gave every indication of appreciating 
the elevation to higher levels. 

“We are all deeply grateful to you for the taking 
over by you and your Committee of many of the 
troublesome details of planning and carrying out such 
a large gathering. The many arduous hours which you 
yourself spent in this work constitute a contribution 
to The Institute which is beyond measure. 

“Please, therefore, accept the sincere gratitude of the 
officers of The Institute and of the Board of Directors, 
for the remarkably successful affair which you planned 
and managed at great personal sacrifice.” 

This is an expression to which all members of The 
Institute undoubtedly will subscribe in full measure. 
Mr. Nutt’s committee also is entitled to warm com- 
mendation for the time and effort which its members 
devoted to this affair. 








The character and scope of this paper 
must seem comparable with one on how 
and when we will win the war with 
Japan. Both are addressed to problems 
which lie very much in the future. Both 
will be affected by great imponderables, 
as well as by numerous events that can- 
not be foreseen in detail today. But if 
it is not too soon to discuss international 
organization and international monetary 
affairs after the war, it is certainly not 
too soon to consider what our domestic 
fiscal policy ought to be. The first step 
in securing a tax system that is bearable 
is to consider what the nation’s fiscal 
needs are going to be, and how best to 
meet them. 

We have now a considerable fiscal 
history, and, though the nation may be 
young, our ideals and ideas, our ways of 
life, our demands on business and gov- 
ernment are pretty well established. 
Most of us would like to see continue 
the civilization we knew before the war. 
It is certain that governmental modifica- 
tions affecting the budget will occur, 
like social security; and changes in the 
relations of business and government, 
like the establishment of the Securities 
and Exchange Commission. But it is 
still a reasonable assumption that the 
philosophy on which our tax system, as 
well as our government, is built, will 
remain. At least, this is the basic prem- 
ise of this address. 

What major factors, then, will gov- 
ern the formulation of our federal tax 
system after the war? Here we could 
consider each of the basic attributes of 
a good tax system normally cited by 
fiscal students: simplicity and economy 
in administration, adequacy and diver- 
sity of taxes levied, fairness and equity. 
For our purposes, two factors are 
enough to keep in mind. 

First, what are the requirements of 
the Federal Treasury likely to be? What 
are the inescapable items of federal ex- 
penditure, and how much must we allow 
for them? What kinds of functions and 
activities do we citizens want our gov- 
ernment to perform, and how much are 
we willing to pay for them? A related 
question is, what functions are the states 
to perform, and what are to be the rela- 
tionships between the various levels of 
government? For example, is the Fed- 
eral Government to subsidize municipal 
and state activities or not? 


By Roswell Magill 


Second, how can we best encourage 
through our tax system the kind of busi- 
ness and social life that we want to exist 
here? 


IMPACT OF TAXES 


Taxes have become a major factor in 
determining the form and character of 
investment, of business transactions gen- 
erally, and of family settlements and ar- 
rangements. Some useful devices, like 
revocable trusts, have been outlawed; 
others, like insurance, are both encour- 
aged and discouraged. Doing business 
in corporate form is discouraged by a 
form of double taxation, as compared 
with individual or partnership business. 
Corporate financing by means of equity 
securities is similarly discouraged, while 
debt financing is sanctioned—though 
the S.E.C. takes a contrary position. 

Certainly all these particular impacts 
of the federal tax system should be re- 
viewed after the war. But fundamen- 
tally Congress must consider whether 
the postwar tax system fosters those in- 
centives to business activity which a 
healthy economy requires. Can business 
men afford to take risks? Can they af- 
ford to undertake new enterprises? Or 
does the tax system load the dice in 
favor of three per cent. bonds and 
safety? 

After the war, we will have in our 
hands a vastly increased productive ca- 
pacity, and a multitude of inventions 
and developments fairly pleading to be 
exploited. We will have an enormous 
army of workers, more than we have 
ever employed in peace times. We will 
have, at home and abroad, a great con- 
sumer demand for new houses, automo- 
biles, airplanes, shoes, clothing, food. 
Even a Treasury fiscal expert will aspire 


The Postwar Federal Tax System 
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to devise a tax system which, while 
producing the very large amounts which 
the Government will require, will also 
encourage an expanding economy, with 
the full employment and general well. 
being which are its fruits. 

Now to what fiscal conclusions do 
these considerations lead us? Even with 
this general groundwork, it may seem 
pure crystal-gazing to attempt to state 
specifically what the federal tax system 
will be after the war. However, we can 
put down the inescapable federal ex. 
penditures, in each case allowing a little 
leeway up and down. Again, we know 
what taxes we have been accustomed to, 
how they have worked, and what the 
other possibilities are. We can make a 
reasonably accurate forecast of the tax 
components of our postwar system. 
Moreover, even though our table of re- 
ceipts and expenditures proves to be all 
awry, we will gain something in think- 
ing through the various items and the 
considerations back of them. As citi- 
zens, we will have to have an opinion 
on these fiscal problems, and it might 
as well be an informed opinion. 


L 


A. Average federal budgetary ex- 
penditures for the first postwar decade 
will run about $20,000,000,000. 

This conclusion is based upon several 
general assumptions: (1) that major 
United States military operations in 
Europe will end by the third quarter of 
1944, and those in the Pacific by the 
third quarter of 1945; (2) that new 
large-scale shifts from privately-owned 
enterprise to publicly-owned enterprise 
will not occur; and (3) that the United 
States price level will average close to 
that of 1942. 








AN INFORMED VIEWPOINT 


Author of the recently published book, ‘The Impact of Federal 
Taxes,’” Mr. Magill is one who can speak with mastery on federal taxa- 
tion, in wartime and out, for he has served as Under Secretary of the 
Treasury with the present Administration, and is now a professor of 
law at Columbia University, and partner in the New York firm of at- 
torneys: Cravath, de Gersdorff, Swain & Wood. The observations and 
forecasts in this article were presented in September at the Twelfth 
Annual Meeting of The Controllers Institute of America. 


—THE EDITOR 
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There will undoubtedly be a power- 
ful drive to reduce governmental ex- 
penditures after the war. Citizens and 
yoters will not want to continue gov- 
ernment any longer than necessary in 
the role of a senior partner who takes 
the lion’s share of business and indi- 
vidual earnings. Hence thoughtful stu- 
dents expect a very material reduction 
in the levels of expenditures reached 
during the war. On the other hand, we 
have certain inescapable expenses, which, 
reduced as much as possible, will still 
total materially more than before the 
war. Interest on the public debt, the 
cost of the military and civil establish- 
ment, veterans’ pensions, aids to agri- 
culture, and social security are principal 
items. The latter may bulk large, unless 
business activity provides a high degree 
of employment. 






AVERAGE POSTWAR EXPENDITURES 


Before the last war, in fiscal 1914, the 
Federal Government spent about $1,- 
00,000,000. In fiscal 1924, after we had 
thoroughly settled down from World 
War I, federal expenditures were just 
over $4,000,000,000. In 1939, the Na- 
tional Government spent $8,707,000,- 
000. Increased interest and military ex- 
penditures alone after World War II 
may exceed this figure. Total expendi- 





tures at an average of $20,000,000,000 
are therefore reasonably to be antici- 
pated. 

On the other hand, there seems a 
reasonable probability that, on the av- 
erage, federal expenditures during the 
postwar decade can be held to about this 
figure. It is fair to assume that the 
states and localities will wish to play a 
larger part than their recent declining 
role, and that taxpayers’ organizations 
will seek corresponding reductions in 
the federal budget. The projected figure 
provides for a considerably increased 
military establishment, more veterans’ 
pensions, and agricultural benefits and 
social security provisions at somewhat 
Over current rates. Of course, each of 
these major items of expenditure is and 
will be the subject of discussion and 
political controversy. Any of them 
might be materially increased (and some 
might be diminished). There will be 
strong general pressure, however, to re- 
duce taxes, to reduce total expenditures, 
and to balance the budget. After the 
best possible evaluation of the innumer- 
able conflicting forces, several students 
of the subject have reached the conclu- 
sion that the average figure of $20,000,- 
000,000 is a good working approxima- 











The Controller, November, 1943 


tion of total federal expenditures for 
the postwar decade. 


PRINCIPAL POSTWAR TAXES 


B. The principal federal taxes of the 
postwar decade will probably be indi- 
vidual and corporate income taxes, spe- 
cial excises on liquor, tobacco, gasoline 
and other commodities regarded as lux- 
uries, estate and gift taxes, and social se- 
curity taxes, and possibly a general sales 
tax. 

These taxes were the major compon- 
ents of the federal system during the 
pre-war decade. A general sales tax is a 
likely addition, and the war-time excess 
profits tax will probably be repealed. 

The income tax has steadily grown in 
importance in the federal system. It is 
unthinkable that revenues of about $20,- 
000,000,000 will be raised without its 
use. It will, no doubt, be modified in 
various particulars briefly outlined in 
the next section, but in all probability 





Tax Surplus in Kansas 


Because the state of Kansas has a 
surplus of $9,750,000 in its general 
fund, it may abandon the state tax levy 
for that division, a move that would 
mark the first time the state had not 
levied taxes for current expenses in 82 
years, officials at Topeka indicated. It is 
not likely, though, that the state will be 
able to abandon the levy for bonds to 
pay the bonus to veterans of World 
War I, and it cannot abrogate the levy | 
for the educational institution buildings, | 











they said. 





it will still be used to raise more than 
half the needed revenue. Liquor and 
tobacco excises have so long a history as 
major items of federal taxation that it 
is very unlikely that their use will not 
continue. The gasoline tax might be 
yielded to the states, in whole or in 
part, as might some greater portion of 
the field of estate and gift taxation; or 
it may be that a system of state-federal 
tax coordination will call for collection 
of these taxes entirely by the federal 
government, followed by a distribution 
of part of the collections to the States. 
The federal government, having util- 
ized estate taxes for twenty-seven years 
and gift taxes and gasoline taxes for 
eleven to raise very substantial sums, is 
not at all likely to give them up entirely. 
There seems to be no demand for basic 
changes in the taxes employed to finance 
the social security structure; current 
discussions are of rates and of the scope 
of the program. 
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The excess profits tax used in World 
War I was materially reduced in rates in 
1919 and repealed in 1921, three years 
after its close. The present excess profits 
tax, a much more complicated affair, is 
certainly no more popular with taxpay- 
ers, at least, than its predecessor. It has 
numerous demonstrable failings: its dis- 
criminatory operation in cases of com- 
peting businesses; its failure to distin- 
guish adequately between excessive 
profits and normal profits; the enormous 
difficulty of determining invested cap- 
ital—to name only a few. The recog- 
nized inequities in the basic structure of 
the law have led to the enactment of 
sweeping relief provisions, which, in 
turn, will make administration an al- 
most impossible job. Although the idea 
of a special tax on excessive profits has 
many adherents, tax experts are agreed 
upon the great difficulty of constructing 
a fair and workable law. Few would 
fight to retain the present tax. The 
chances are, therefore, that the tax will 
be abandoned not long after the war, 
leaving the income tax the sole major 
federal impost on corporations gener- 
ally. 

The federal government levied a wide 
variety of particular sales taxes during 
the pre-war decade. There seems to be a 
reasonable probability that either a gen- 
eral sales tax or a considerable variety 
of particular excises will form a part of 
the post-war federal revenue system. 

C. Twenty billions of revenue could 
be raised by these principal taxes in ap- 
proximately the following proportions: 
(a) individual income, $8; (b) corpora- 
tion income, $4.4; (c) estate and gift, 
$1; (d) liquor, $1.5; (e) tobacco, $1; 
(f) miscellaneous excises and/or gen- 
eral sales, $4.1—total $20. Social secur- 
ity $1.2 to $2.4. 

In broad outline, the tax structure 
would be as follows: 





(a) Individual income tax rates ap- 
proximating those imposed on 1942 in- 
come would be required, but the law 
would be modified in several particulars. 
A normal tax of 20-25 per cent. would 
be collected at the source on wages and 
salaries. Limited credits would be al- 
lowed for savings in the form of insur- 
ance premiums, debt repayment, etc. 
The individual stockholder would also 
receive credit for the taxes paid by the 
corporation on the dividends he re- 
ceived. 4 a 

(b) A corporation tax of 24-40 per 
cent. would be levied. The aim would 
be to levy the tax at approximately the 
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same rate as the normal individual in- 
come tax, but since for years the rate 
has been higher, the change would 
probably not be accomplished at once. 
There seems to be general agreement, 
however, that present corporate tax 
rates are at a peak, and that substantial 
reductions should be made after the 
war. 

The rates of individual and corporate 
income taxes will be materially affected, 
of course, by the level of business activ- 
ity. In view of the excess savings and 
unsatisfied demands of consumers dur- 
ing the war period, and the generally 
increasing trend in the gross national 
product, it is reasonable to assume com- 
paratively good business. If corporate 
earnings were sufficiently high, a 20-30 
per cent. tax rate might prevail. A 40 
per cent. rate is perhaps a little higher 
than the average will be for the postwar 
decade. 

(c) Estate and gift taxes ought to be 
coordinated into a single transfer tax. 
No tax should be laid on transfers be- 
tween husband and wife. Not much 
change in present rates or exemptions 
is likely. 

(d) and (e) Liquor and tobacco 
taxes will probably be levied more or 
less at present rates. The return may be 
somewhat more than indicated. 

(f) No important change is contem- 
plated in presently imposed excises. As 
indicated previously, the sharing or 
elimination of the gasoline tax would 
reduce collections. A general retail sales 
tax at a 5 per cent. rate might be levied 
in addition to or in substitution for the 
particular sales taxes to which we are 
accustomed. 


II. 


It remains to consider what changes 
in the tax system will foster an expand- 
ing economy after the war. I have al- 
ready mentioned various desirable 
changes in the present program of taxes, 
but some of them need more emphasis. 
During the war, when our civilization 
is at stake, individuals and the corpora- 
tions they own are willing to make any 
sacrifice to provide the Treasury with 
the sinews of war. Hence, there has 
been no serious opposition during the 
past three years to the collection of the 
amount of taxes the President and the 
Treasury have wished. 

When the war is over, however, we 
must devote much more attention than 
we have to the effect of taxes upon the 
economy; and the impact of the indi- 


vidual forms of taxes upon various 
kinds of business and social activities. 
There are many instances in which our 
tax structure, which like Topsy has just 
growed, opposes accepted governmental 
policy as manifested by other regulatory 
devices. 

The major need after the war is full 
employment. Private industry or gov- 
ernment must provide activities and a 
livelihood for citizens who want to 
work. Most of us would prefer to see 
private industry do the job. Since there 
will be many more individuals seeking 
employment than in any peacetime year, 
industry must operate at a high level of 
activity to absorb them. 


PostTWAR ASSETS 


On the asset side, we will have greatly 
increased productive capacity—many 
newly built plants more or less readily 
convertible to peace-time manufactur- 
ing. There is a great backlog of unsatis- 
fied consumer demand for houses, for 
automobiles, for helicopters, and for an 
infinity of smaller objects like fountain 
pens, typewriters and radios, which 
have been unavailable. We are told that 
the war, for all its terrific waste of 
human and material resources, has enor- 
mously accelerated invention and devel- 
opment in a thousand fields, from plas- 
tics to chemicals and from planes to ra- 
dios. Hence, there will be great human 
need for business activity, both because 
men want to work and because men 
want the new and the old products of 
industry. 

To activate the business machine and 
to convert the war plants to peace-time 
production, a great deal of new invest- 
ment will be needed. Some of the great 
corporations have surplus and reserves 
adequate for the purpose. Many have 
not. It is clear that, to meet our obliga- 
tions to our own people and to de- 
velop markets abroad, large additional 
amounts will need to be invested. No 
doubt government will supply some 
capital, but much should and will come 
from the private investor. To attract 
investment in the corporations which 
conduct our major business enterprises, 
it is essential that corporate taxes be 
demonstrably fair; that they permit a 
reasonable return to private investors; 
that they provide adequate deductions 
for losses. 

The greatest present brake on corpo- 
rate enterprise is the excess profits tax. 
It is frequently discriminatory and un- 
fair in its operation, since, in general, 
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the well-established corporation is apt 
to be less heavily burdened than its 
young and growing competitor. Cor. 
porations exploiting new inventions and 
developments are particularly hard hit, 
The general relief provisions, if intelli. 
gently and generously administered, can 
assist greatly in eliminating hardships, 
but the task of passing upon thousands 
of applications for relief will be enor. 
mous, and will not be completed for 
years. Moreover, it will still be true 
that the excess profits tax in its general 
operation is complicated, cumbersome 
and unfair. Hence the first step in fos- 
tering sound business activity and devel. 
opment after the war is the repeal of 
the excess profits tax. Fortunately, a 
number of congressional leaders have 
come to this conclusion already. 

The second major inequity in corpo- 
rate taxation is the double taxation of 
corporate distributions—once to the cor- 
poration as its income, and again to the 
stockholder when he receives the divi- 
dend. There is no similar double taxa- 
tion of the income of a business run by 
an individual or a partnership, nor of 
salaries and wages, nor of the interest 
on corporate or individual notes or 
bonds. Corporate rates of taxation are 
now, and may continue to be, so high 
that this tax provision is seriously objec- 
tionable. For one thing, it tips the scales 
much too heavily in favor of deft f- 
nancing rather than equity financing 
since a corporation receives a deduction 
for the interest it pays, but not for the 
dividends it distributes. It makes the 
establishment and growth of small cor- 
porations particularly expensive and un- 
economical. 


New ENTERPRISES NEEDED 


After the war, we want to encourage 
the establishment and growth of new 
enterprises. Both in theory and in prac- 
tice the present tax arrangement is un- 
wise and inequitable. We need to get 
back to the plan we used prior to 1936, 
whereby dividends were not subject to 
normal tax to individual shareholders. 
Subject corporations and individuals to 
a like normal tax; let dividends bear the 
usual individual surtaxes but don’t sub- 
ject dividends to a second normal tax, 
when individuals receive them. 

Corporate tax rates are at a high 
point in our fiscal history. They ought 
to be reduced as soon as they can be toa 
much lower level. As a nation, we 
would be better served with a high level 


(Please turn to page 488) 
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Federal Tax Policy in Relation 
to Corporate Security 


When I was an income tax auditor 
with the Oregon State Tax Commission 
I had one case to handle which involved 
a girl who had filed an income tax re- 
turn for 1936 but had failed to file one 
for 1937. A letter had been sent to her 
asking for an explanation. The reply re- 
ceived was worded somewhat as fol- 
lows: This is to advise you that I was 
married on April 25, 1937, and moved 
to California on May 3, as required by 
your letter of April 10. 

Computations of tax liability for such 
persons are fortunately quite simple, but 
when we get into the field of corpora- 
tion taxes, we are faced with the fact 
that business does not begin on January 
1, nor does it end on December 31. 
Business investments and business plan- 
ning are made upon the basis of the out- 
look for periods of several years. For 
many industries, such periods must be 
expected to include both profit years 
and loss years and plans must therefore 
be made upon the basis of net profits for 
a period of several years rather than 
upon the basis of annual estimates. 

It would be possible to increase tax 
collections considerably without increas- 
ing tax rates if the government were to 
institute a policy of basing taxes upon 
monthly or quarterly estimates instead 
of upon annual estimates and were then 
to deny any carrying forward or back- 
ward of losses. It doesn’t take very 
much imagination to realize that such a 
change in the tax laws would be partic- 
ularly serious for persons engaged in 
agriculture especially for those who 
compute their tax upon a cash basis in- 
stead of upon an accrual basis. For many 
other industries the fluctuations of 
profits and losses over a period of a 
number of years is somewhat similar to 
that for agriculture over a twelve month 
period. 

The chart on the next page illustrates 
the variation in rates of profits before 
taxes as a percentage of capital among 
the various industrial groups.1 For the 





*Based on data in the Conference Board Re- 
port, “Effects of Taxes upon Corporate Pol- 
icy,” p. 21, by the author of this article. 
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nine years from 1931 through 1939, the 
profits and losses of all corporations in 
each of the industries shown have been 
combined. Each bar represents a differ- 
ent industry and shows the average in- 
come before taxes as a percentage of 
capital and surplus for this nine-year 
period. In the top group data are shown 
for manufacturing, trade, public util- 
ities including transportation, and con- 
struction corporations. Manufacturing 
corporations earned, on an average, 4% 
of capital and surplus over this period, 
while construction corporations, at the 
other extreme, showed an average de- 
ficit before taxes of 1/10 of 1% of cap- 
ital and surplus. 

In the lower section of the chart, the 
data for manufacturing corporations 
have been broken down by sub-groups 
and more extreme variations between 
the most profitable and the least profit- 
able industries are shown. The bever- 
age industry shows an average profit of 
15.2% of capital while corporations 
manufacturing forest products show an 
average net deficit of 1.9%. 

It is impossible from available data to 
break down these manufacturing sub- 
groups any further to compare ratios of 
income before taxes to capital. How- 
ever, I made another analysis of corpo- 
ration income and taxes for the eleven 
years, 1927 through 1937, and found 
that the extremes shown on this chart 
are mild in comparison with those that 
could be shown were the industrial di- 
visions presented in greater detail! To 


‘ Ibid. p. 23. 


call attention to only the extremes 
shown in the analysis, taxes as a per- 
centage of all income less deficit, ranged 
between 12.1% for telephone and tele- 
graph corporations to well over 100% 
for 16 of the 69 industrial groups ana- 
lyzed. 

This study showed another interest- 
ing condition which has an important 
bearing upon the adequacy of the pres- 
ent provisions for carrying losses back 
two years and forward two years. Two 
entire industrial groups, construction 
and forest products, showed losses for 
five consecutive years during the Thir- 
ties, while each of four other groups 
showed losses three years in succession. 
When you consider that the figure for 
all manufacturing in the upper part of 
the chart covers upon such wide differ- 
ences as those between tobacco manufac- 
turers and corporations manufacturing 
forest products, it is apparent that the 
wider fluctuations among the 69 indus- 
trial groups again cover up even greater 
variations among the various industrial 
divisions they include. 


POsTWAR READ JUSTMENTS 


Industrial leaders are currently very 
conscious of the prospects for costly 
postwar readjustments. Many corpora- 
tions will have to spend considerable 
sums redeveloping their markets in the 
postwar period. Some will have expen- 
sive problems of reconverting their 
plants from wartime production to 
peacetime production. Others, like the 








RETHINKING CORPORATE TAX POLICIES 


Deductible contingency reserves, as well as expanded carry-back 
and carry-forward are among the pertinent proposals advanced by Dr. 
Ellis in this paper, presented in September at the Twelfth Annual 
Meeting of The Controllers Institute. The author is Financial Econ- 
omist of the National Industrial Conference Board, and recently com- 
pleted for that organization an extended study under the title “Ef- 
fect of Taxes upon Corporate Policy.” 


—THE EDITOR 
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machine tool industry, will be forced to 
maintain their productive capacity at a 
level in excess of current demand, prob- 
ably substantially in excess of current 
demand, in anticipation of a recovery 
of their normal business at some future 
time, years hence. Numerous other 
costs of postwar readjustments could be 
listed. 

Unusual wartime productive activity 
tends also to intensify the cyclical ex- 
perience of some industries. The ma- 
chine tool industry, for example, is 
building lathes and other tools for war 
use that will virtually destroy the post- 
war market of the industry for some 
years. Yet the entire present income of 
the industry is being taxed at war rates, 
with the privilege of carrying back the 
losses of only two postwar years and ap- 
plying them against so-called war prof- 
its. They also have the privilege of 
carrying losses forward two years, but 
corporations suffering losses for several 
successive years can find little current 
relief in the fact that these losses will 
give them partial immunity from future 
taxes. 


RESERVES NEEDED 


All of these predictible adverse post- 
war conditions dramatize the necessity 
for postwar reserves. In this process, 
they call attention rather emphatically 
to the fact that annual computations of 
net income are estimates and not facts. 
Costs of indeterminable amounts that 
will inevitably be met at some indeter- 
minable future time cannot be computed 
with mathematical precision and _allo- 
cated to current production even though 
these costs are made necessary, without 
question, by current operations. 

Accounting methods are designed pri- 
marily as a basis for providing guides to 
management in the determination of fi- 
nancial policies. They are also of pri- 
mary importance in the determination 
of tax liabilities. While some costs can 
be properly allocated to the years in 
which they are incurred, a number of 
major expenditures must be amortized 
over a period of several years by means 
of depreciation and obsolescence allow- 
ances. These allowances are necessarily 
arbitrary, being based upon the esti- 
mated useful life of a plant, a piece of 
equipment, or other property. These 
estimates may be made by business or 
by the Bureau of Internal Revenue, or 
by both. Differences between business 
and Bureau of Internal Revenue judg- 
ments merely illustrate what was said 
before, that the final figures for profits 
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or losses for any period of time are only 
estimates and not facts. 

If accounting is to perform the pri- 
mary function of guiding business polli- 
cies over a period of years, provisions 
for amortizing costs must take into con- 
sideration cyclical expectations and un- 
usual wartime conditions as well as more 
normal expectations. Where expected 
cyclical fluctuations are wide, and where 
normal processes are interrupted by con- 
siderable wartime and prospective post- 
war readjustments, special provisions 
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are required for varying any normal 
amortization of cost. However, in spite 
of any provisions for rapid amortization 
during wartime, or other variations in 
normal accounting procedures, accepted 
accounting processes regularly result in 
estimates showing several successive 
years of profits for some industries, fol- 


lowed by several successive years of - 


losses. The process has been sufficiently 
regular that corporations in many in- 
dustries feel the necessity of providing 
reserves for contingencies from their 
estimated profit in good years to take 
care of subsequent expected losses. 
The war situation provides a some- 
what similar condition. Conversion to 
war purposes entailed the disruption of 
normal trade outlets, which must be re- 
developed after the war, and other post- 
war costs, as previously indicated, will 
be incurred. If a fair estimate of war- 
time profits is to be developed for use in 
business planning or for tax computa- 
tions, it is only appropriate that profit 
computations begin at about the time 
that conversion to war purposes began 
and should not end until readjustment 
to peacetime conditions has been com- 
pleted. To close accounting processes at 
any previous time would be to separate 
income and costs artificially and to tax 


1945 


the former before all appropriat: cosis 
had been deducted. 

Moreover, it isn’t possible for busi- 
ness to plan for the future upon the as. 
sumption that the experience of the 
early Thirties will not be repeated. Al- 
though annual estimates of profits must 
be computed to serve as indexes to busi- 
ness and industrial progress by which 
business management may be guided, it 
is long term net income after taxes that 
must provide the basis for decisions gov. 
erning the expansion of productive fa- 
cilities. 


PROFIT AND Loss CYCLES 


In the absence of any assurance that 
the cyclical character of profits and 
losses will be ended,. annual computa- 
tions of profits are not even good esti- 
mates for purposes of long term plan- 
ning, unless reserves are first deducted 
to allow for a reasonable expectation of 
loss years. Viewed from this point of 
view, expenditures in excess of income 
during periods of continued loss, are 
fundamentally investments rather than 
costs because business units must be kept 
going at such periods in order to make 
profits in subsequent years. 

The only basis for amortizing these 
adjustments at present is the provision 
of reserves for contingencies, either gen- 
eral or specific, which are computed 
after profits instead of being deducted 
in computing profits. Since business is 
a long term process and is not closed 
each year, this treatment is quite illog- 
ical. It presumes that profits as usually 
computed are real, and not estimates, 
and that reserves for contingencies are 
not merely techniques for correcting ac- 
counting mistakes. 

The most serious aspect of price re- 
negotiation and corporate taxation is 
the unreliable nature of current profit 
estimates. The point of view of those 
who wish to maintain the present pro- 
cedure was well stated by Chairman 
Rockey of the Navy Price Adjustment 
Board in the hearings before the Ways 
and Means Committee on September 
10th. He said, “The question of post- 
war reserves should not be made a part 
of renegotiation. The determination of 
reasonable profits is made by the price 
adjustment boards on a basis of known 
facts. The determination of the amount 
of reserves, if any, to be allowed would 
be mere guess work as to future needs 
and costs.” 

It is true, as Chairman Rockey states, 
that the determination of any amount of 
reserves to be allowed as deductions in 
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the determination of taxable profits 
or renegotiated prices, would be some- 
what in the realm of guess work. It is 
not true, however, that the determina- 
tion of reasonable profits is made on a 
basis of “known facts.” These so-called 
“known facts” are estimates in the same 
sense, though to a different degree, as 
the amounts of postwar reserves which 
might be computed in the event they 
were to be made deductible for tax pur- 
poses. Accuracy in the determination of 
profits is impossible at any time unless 
there is a definite beginning to a trans- 
action or group of transactions which is 
not affected at all by prior operations. 
There must also be a liquidation of the 
operation or operations which cannot 
affect any future business process. Since 
corporations are normally not liqui- 
dated at the end of every calendar year, 
a mathematically precise computation of 
profits is normally impossible notwith- 
standing the fact that the use of figures 
in annual operating statements gives the 
appearance of precision. 


THREE RESERVES VIEWPOINTS 


There are three points of emphasis in 
the current discussions of postwar re- 
serves to which I would like to give 
brief attention. The first holds that cor- 
porations are already well taken care of 
and that there is, therefore, neither the 
necessity nor the justification for re- 
serves. Secondly, among those who are 
currently advocating provisions for the 
deduction of reserves, there is a sugges- 
tion, for which considerable backing 
seems to have been obtained, that 10% 
of income before reserves be allowed as 
a deduction in determining taxable in- 
come. Thirdly, there seems to be con- 
siderable backing for a provision requir- 
ing that all such reserves be expended 
in the accomplishment of a prede- 
termined social purpose such as the 
elimination of postwar unemployment. 
All three points of view are incompati- 
ble with a fair definition of taxable in- 
come. 

One of the best expositions of the 
first point was presented by Captain 
Vincent Catozella of the War Depart- 
ment Price Adjustment Board in the 
leading article of the August 16 issue of 
Barron’s. Mr. Catozella outlines seven 
so-called ‘postwar aids,” all of which 
are described in a tone which implies 
that these are gratuitous reliefs enacted 
by a paternalistic Congress or provided 
by a similarly paternalistic administra- 
tion. Actually not more than two of his 
so-called “postwar aids” are anything 
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more than techniques for refining ac- 
counting processes so that net profits, as 
defined for tax purposes or for renego- 
tiation, constitute a better estimate of 
income than would be possible without 
them. His “postwar aids” are a two- 
year operating loss carry-back privi- 
lege, a two-year excess-profits tax credit 
carty-back privilege, termination pay- 
ments, fast amortization of emergency 
facilities, accelerated depreciation, in- 
ventory replacement, and a postwar re- 
fund of 10% of excess-profits taxes. The 
listing of termination payments as a 
“postwar aid” is particularly interest- 
ing. The author apparently thinks that 
the government conveys a particular 
benefit upon industry merely by paying 
its bills. 

The fundamental error of the point 
of view which Captain Catozella repre- 
sents is the assumption that current fig- 
ures for profits are facts instead of esti- 
mates. Secretary of Commerce, Jesse 
Jones, in opposing the allowance of de- 
ductions for postwar reserves during 
the hearings on renegotiation about two 
weeks ago, said that postwar reserves 
should come out of profits. Actually, 
the principal justification for postwar 
reserves is that until deductions are 
made for them, no reasonable estimate 
of profits exists. 

The second approach, that which asks 
for deductions for postwar reserves 
equal to 10% of net income before 
such deductions, is based upon a similar 
fallacy. If current estimates of profits 
are in error, it merely compounds that 
error to use such profit figures as the 
basis for computations intended to cor- 
rect it. There is no evidence in the 
present situation, or in the history of 
corporate profits, for assuming that the 
postwar costs of readjustment for indi- 
vidual corporations or for industrial 
groups will have any relationship to the 
amount of profits being currently com- 
puted. A postwar reserve equal to 10% 
of income might be fantastically high 
for corporations in some industries, 
while it would probably be extremely 
inadequate for corporations in others. 
The major virtue of this plan is that it 
is subject to mathematical computation. 
It thereby takes on the delusive appear- 
ance of accuracy. 

Under the third approach, which may 
or may not be linked to a computation 
of reserves based upon a percentage of 
income before reserves, deductions 
would be permissible only if reserve 
balances would be expended as a sort of 
WPA financed by industry instead of by 
government. Corporations would be 
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required to use their reserves for the 
elimination of postwar unemployment, 
or for some other specified social pur- 
pose, without regard to the corpora- 
tion’s need for labor and in disregard of 
the corporation’s need for funds for 
other purposes. As in the case of the 
other two approaches just described, 
this proposal ignores the fundamentally 
unreliable character of current estimates 
of corporate profits. The philosophy 
back of this idea has the appearance of 
giving corporations something to which 
they are not entitled by law and which, 
therefore, must be justified by forcing 
corporations to use their own profits to 
carry out social policy instead of corpo- 
rate policy. 


FORMULA NEEDED 


The most difficult phase of the prob- 
lem of changing the tax and renegotia- 
tion laws to allow for postwar reserves 
is the derivation of a formula for com- 
puting the reserves. Income taxation in 
this country has been administered on 
the assumption that anything remotely 
resembling income shall be assumed to 
be income unless a taxpayer can prove 
otherwise. At the same time, no deduc- 
tions are allowable unless the taxpayer 
can demonstrate with mathematical pre- 
cision both the amount of the deduction 
and its appropriate time. Every attempt 
at correcting the inequities which have 
arisen under this system has contributed 
further to complicate our tax law. 

Any formula for allowing current de- 
ductions of postwar reserves which 
would follow this historic pattern 
would further complicate an already 
overcomplicated tax system without 
even touching upon the necessity for 
contingency reserves for other than 
wartime and postwar contingencies. If 
Section 722 of the Internal Revenue 
Code is successful at all, it will be suc- 
cessful because it has departed from this 
historical procedure and has provided 
for excess-profits tax relief based upon 
a reasonable analysis of the economic 
and profits history of each corporation. 
Deductible reserves for contingencies, 
of which reserves for postwar readjust- 
ment are only the most dramatic cur- 
rently considered, would likewise be 
successful only if their amounts were 
dependent upon a rule of reason. 

It is my suggestion, therefore, that 
current tax laws be amended to direct 
the Bureau of Internal Revenue to allow 
“reasonable reserves” as deductions in 
the determination of taxable income. 


(Please turn to page 502) 








A Basic Plan for Deduction of 


Postwar Reserves 


The recent hearings on contract re- 
negotiations have served to focus greater 
attention on the subject of postwar re- 
serves. As Mr. Randolph Paul pointed out 
in his statement at one of the hearings, 
the tax and renegotiation problems are in- 
separable. If renegotiations leave a post- 
war reserve, the tax law may take 81 per 
cent. of it away. On the other hand a tax 
allowance would be meaningless if the 
renegotiators take the income before the 
tax collector makes his call. I suggest, 
therefore, that the plan I shall here out- 
line be applied for tax and renegotiation 
purposes. 

Before I get into it, let me first take 
issue with those who use the term “‘post- 
war contingencies.” We usually think of 
contingencies as being something remote, 
which may never materialize. Postwar ex- 
penditures will be required—only the 
amount 1s uncertain. 

I usually refer to my approach as plan- 
ning our postwar house; so let me give 
you an over-all picture of it by stating the 
six basic features, before I discuss them. 


1. The deduction should be elective. 

2. It should not exceed a percentage, say 
15 per cent., of net income. 

3. The entire fund should be required to be 
invested in suitable, low-interest govern- 
ment bonds. 

4. The fund should be expended within a 

period of three years after the war ends. 

. It should be expended for any one of 

specified postwar requirements. 

6. If not so expended, the fund or unex- 
pended portion should be subject to re- 
capture by the Treasury by taxing it at 
the rates in effect when the fund was 
created. 


wn 


Last year, as a step in the right direc- 
tion, two features were added to the tax- 
ing statutes, namely, the carry-back of 
losses and unused excess profits tax 
credits, and the postwar refund. Those 
two provisions, however, fall far short of 
accomplishing the proper result. 

In the first place, the taxpayer must 
sustain the loss or operate without normal 
profit before the carry-back provisions be- 
come effective and must then wait some 
considerable time in order to obtain the 
refund of the tax for the prior year to 
which the carrybacks are applied. But if 
taxpayers do not have the funds to make 
the expenditures or sustain the losses first, 
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that provision is meaningless, and cer- 
tainly it will not help the taxpayer who 
‘‘goes broke’’ in the process of trying to 
get back to a sound, peace-time basis. If 
they do not get that way as the result of 
attempting to meet postwar conversion 
requirements, the lack of funds may well 
retard or prevent that conversion, which 
in itself may make it so difficult to operate 
as to result eventually in insolvency. 

This situation was very aptly described 
by an operator of stores selling ladies’ 
hosiery. He now has a large stock of rayon 
hosiery. When nylon becomes available, 
the rayon will have to be sold for what it 
will bring—if anything. Eventually, per- 
haps several years later, the loss may re- 
sult in a tax refund, but if he has not the 
funds with which to restock with nylon 
he will be out of business. The same is 
true of many other substandard or sub- 
stitute products—and the writer has heard 
of no bankers who are willing to loan 
money against the potential tax refund. 

Furthermore, many of these postwar 
expenditures will be the outgrowth of all- 
out activities for war production. They 
may be made in later years when it may 
be expected that somewhat lower tax rates 
will be in force, and if there is no loss or 
unused credit the postwar expenses will 
save taxes at such lower rates; yet the 
profits growing out of the activities which 
necessitated the expenditures will have 
been subjected to the highest tax rates in 
our history. 

We should not overlook the fact that 
equity in taxation is important. Our policy 
of permitting deductions only in the year 
actually incurred will result in these costs 
being deductible in the years that follow 
the coming of peace. I think we can look 
for a reduction in tax rates at that time. 
I am not suggesting that we shall get back 
to pre-war levels, but certainly we can 
reasonably hope for a reduction in the 90 


per cent. top tax bracket. Yet the profits 
which resulted from the activities that 
make necessary the postwar expenditures 
will have been taxed at that top tax rate, 

If there is to be an equitable distribu- 
tion of the tax burden that grows out of 
this war, such expenditures should result 
in tax reduction at the same rate as was 
applied to the income which caused them. 
That will be accomplished only if the de- 
duction is allowed in the year in which 
the profits are earned, regardless of the 
fact that the expenditures may not be 
made until a later year. Remember that 
the problems of corporate business and 
corporate taxpayers are not all alike. In 
some cases, larger expenditures will be 
required ; in some cases, perhaps, virtually 
none will be required. 

What has been said with respect to the 
high excess profits tax rates is equally 
applicable to the normal tax and surtax in 
the case of corporations whose earnings 
do not reach the excess profits tax 
brackets. True, the amount involved may 
not be as serious because the spread in 
tax rates will be narrower, but neverthe- 
less the tax burden will not be equitably 
distributed unless deductions are allowed 
for postwar reserve requirements. 

Incidentally, we should not overlook 
the danger of the Section 102 surtax. If 
corporations accumulate their funds to 
meet these possible postwar problems, 
there is always the danger that the penalty 
surtax will be proposed if not imposed, 
particularly if, in the postwar period, it 
should happen that the taxpayer does not 
require any of such reserve or the full 
amount retained. It may seem somewhat 
incongruous to consider the idea of penal- 
ties for accumulating reserves to meet 
potential postwar requirements, but I 
cannot overlook the fact that even in 
these days the Treasury Department is 
proposing the assessment of such taxes 
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against business corporations for very re- 
cent years. 

Finally, though the postwar refund 
(even assuming it will be adequate, 
which it is not) eventually becomes avail- 
able in cash, that may not materialize for 
two of more years after the end of the 
war and it will be the first two years 
which will present the most serious prob- 
lems to many companies. I am not over- 
looking the fact that the bonds to be 
received will become negotiable imme- 
diately after the end of the war, but who 
guarantees marketability at or about pear? 

Last, but not least, there is that lin- 
gering doubt that many have in their 
minds, to a greater or lesser extent, re- 
garding the permanency of these two pro- 
visions. We cannot forget that the loss- 
catty-forward provision we used to have 
was stricken from the law at the very 
time when its need was greatest. That 
doubt may well lead businessmen to hus- 
band their resources, discharge employees, 
and go slowly rather than all-out for 
peace-time conversion. Many have said we 
must win both the peace and the war, and 
this problem is part of the first men- 
tioned. 

We need postwar reserves in order to 
place industry in a financial position to 
swing immediately into a war against un- 
employment and to meet and overcome all 
the problems of relocation, conversion and 
tehabilitation which will develop when 
war activities cease. 


RESERVES NEEDED 


The writer believes that our govern- 
ment officials recognize that the problem 
exists, that some form of relief is required 
and that provision should be made to 
meet the needs of industry. Either with- 
out the other will mean nothing, as the 
Treasury now gets the money either way. 
The crying need now is for the develop- 
ment of a formula, with necessary safe- 
guards and controls, that will accomplish 
substantial justice without permitting 
abuse of the privilege or improper loss of 
tevenue to the Treasury. 

My own experience has been that one 
natrow formula is always open to the 
objection that, under the circumstances of 
cettain taxpayers, improper tax avoidance 
will be possible and, in other cases, that 
inadequate relief will be afforded. We 
must have a very broad, flexible formula, 
with a proper safeguard in the form of a 
recapture clause. 

Starting with that framework for what 
I shall call our “postwar house,” let me 
now fill in the details. The first question 


that arises is: Should the deduction be 
automatic or should it be elective? It is 
my view that it should be elective and 
that the taxpayer who elects to deduct an 
allowance for postwar reserves should 
then be required to comply with certain 
controls and safeguards to ensure that the 
deduction will accomplish its purpose. 
Call that the first side of the framework 
of our house. 

The second involves the question of 
whether or not there should be a limita- 
tion on the amount which may be de- 
ducted. It seems to me there should be a 
limitation on the annual deduction. Vari- 
ous methods have been proposed, but it is 
my view that a percentage of net income 
is the most logical. To begin with, our 
basic purpose is to permit the retention of 
net income from war activity to meet post- 
war requirements. Hence, it follows that 
a percentage of net income is the logical 
limitation. Such a formula would be 
equally applicable to all companies, and 
the relief, as between excess profits tax 
companies and the non-excess profits tax 
companies, such as producers of civilian 
goods, now operating on a reduced scale, 
who must be expected to reemploy many 
of those who will be released from war 
activity, will be relative. 


PRE-WAR COMPARISONS 


Some suggestions regarding the method 
of limitation involve a comparison with 
pre-war expenditures or ratios. I regard 
such a method as unreliable because, in 
the first place, we were not dealing with 
postwar reconstruction in the pre-war 
period. Many taxpayers have never had to 
experience postwar or any other kind of 
rehabilitation, so that pre-war experience 
will not provide a reliable yardstick to 
measure postwar requirements. Also, it 
may be noted that in some cases complete, 
new starts may be required. It may be 
necessary to enter into new businesses, 
and clearly, under such circumstances, 
what happened in the past will be mean- 
ingless. 

If we were to consider only the imme- 
diate pre-war period, we should observe 
that the varying effects of the depression 
which followed the splurge of 1929 
created some unusual results. If plant ex- 
penditures, maintenance expenditures, or 
wage payments, or ratios dependent on 
them, should be used as the yardstick, we 
are likely to find that those companies 
which were in a sound financial position 
spent much more than those which had to 
conserve their funds because of a poor 
financial position. The latter companies 
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will have more need for adequate post- 
war reserves than their wealthier brethren. 
Yet such a formula might give them lower 
reserves than others which may not re- 
quire them to survive, and, of course, the 
companies that were in receivership—a 
period during which all expenditures are 
kept to the minimum—are likely to find 
themselves in an exceedingly vulnerable 
position. 


GOVERNMENT-OWNED PLANTS 


Last, but not least, one of the postwar 
problems we shall have to deal with is 
the absorption of government-owned fa- 
cilities, and there is no pre-war experience 
with respect to that feature. 

Similarly, a limiting percentage based 
on sales will produce all sorts of odd re- 
sults. Some companies are experiencing 
an extremely high volume of war produc- 
tion and war sales, in some cases because 
of the volume and in other cases because 
the war articles involve much higher costs 
and therefore higher sales prices. Some 
companies are operating government 
plants on a service basis; others have 
leased the plants and manufacture war 
products which they sell as such. The sales 
of gross income in the two cases will show 
a wide spread, even though the net be the 
same. Finally, we have those companies 
that operate wholly on a service-charge 
basis in which the gross income is small in 
relation to the net. A fair percentage of 
gross sales or income that would be ade- 
quate in such situations would be far more 
than necessary in other cases, while a per- 
centage that would not be too high for the 
companies having very high volume 
would be much too low for the service 
companies. 

Hence, I conclude in my own mind 
that a percentage of from 10 to 20, say 
15 per cent., of net income, excess profits 
or normal whichever is higher will pre- 
sent a reasonable limitation; that the de- 
duction up to that amount should be op- 
tional; and that if the taxpayer elects to 
claim the maximum amount, the postwar 
reserve deduction should be adjusted to 
that maximum, if the reported income is 
later changed as the result of audit, re- 
negotiation or any other cause. 

So much for the tax return and deduc- 
tions which may be taken thereon. That 
merely gives us a start and does not en- 
sure that the privilege will not be abused 
or that it will accomplish its purpose. 

We want business to have funds to get 
back to a peacetime basis as promptly as 
possible and to minimize unemployment 
of our people. To assure this, I would 
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require that with the filing of the com- 
pleted tax return the taxpayer must sub- 
mit evidence of having invested the full 
amount of the reserve deduction in ap- 
propriate low-interest government se- 
curities made available for that purpose. 
When increases are made as the result of 
audits increasing the taxable income, a 
similar requirement can be laid down for 
the increase. An excess, resulting from a 
decrease in income, should apply to later 
years, if any; otherwise the reserve fund 
should remain intact. 

The taxpayer will thus not only be set- 
ting aside the amount of the tax saved as 
the result of the deduction, but also the 
balance which would ordinarily be avail- 
able for general corporate uses. But that 
is proper if the taxpayer elects to take a 
deduction; because if he expects to need 
funds in the postwar period, he ought to 
have all of it available. It may likewise 
tend to restrain taxpayers from claiming 
maximum deductions unless there is a 
reasonable need for such full reserve. It 
seems sound and logical to require that 
the reserve be so funded because, ob- 
viously, one cannot rehabilitate or con- 
vert a war plant to a peace-time plant if 
the funds for the purpose are already in- 
vested in the war-time plant or are other- 
wise unavailable because they have been 
spent. 

The government bonds, of course, 
should become due ‘and payable,. at the 
taxpayer's option, within a few months 
after the end of,.,.the war. We cannot 
make it simultaneous, because the end of 
the war cannot be determined in ad- 
vance and the Treasury must be given 
time to do the financing that will be 
necessary to make these reserve funds 
available. We should provide that they 
become payable at the taxpayer's election, 
so that, if not required immediately, the 
investment may be continued, and as a 
protection to the Government they should 
be made callable. 


UsE OF RESERVE FUND 


The third wall thus places the taxpayer 
in a position to accumulate the funds, re- 
quiring that they be invested in a manner 
to make them available when needed. We 
must now add the fourth side of the house 
to assure their expenditure for the re- 
quired purposes. As to that, it is my sug- 
gestion that the taxpayer should be re- 
quired to expend the reserve fund, for a 
recognized purpose, within three years 
after the end of the taxable year within 
which the war ends. We now have at 
least two provisions in the statute which 


involve the end of the war, namely, amor- 
tization and postwar refunds, and either 
of the methods laid down for determining 
such date can be used for this purpose. 

It is quite possible that our war produc- 
tion, and related expenditures, will cease, 
wholly or largely, before all hostilities 
cease. If that should eventuate, then this 
and other similar provisions should be 
amended to accelerate the focal dates to 
the end of war production, which can 
then be defined in the light of develop- 
ing conditions. Until that situation ma- 
terializes, it would seem better to base 
statutory provisions on the end of hos- 
tilities. 

Now that we have the walls of the 
house up, we must fill in the middle and 
decide how many rooms we should have 
or, more particularly, what purposes or 
uses will be recognized as proper for these 
postwar reserves. The requirements will 
be many and varied; they will involve 
everything from losses on inventories, 
contracts, or plant assets, to the forced em- 
barkation on an entirely new line of busi- 
ness in order to make use of plants de- 
veloped during the war period, facilities 
acquired for that purpose, or inventions 
or ideas that grow out of the war. We 


should endeavor to list, specifically, as 


many purposes or uses as may properly be 
regarded as part of the postwar conver- 
sion; indeed, write the statutory provi- 
sions in the broadest possible terms; and 
then perhaps follow the idea embodied 
in Section 722 and add a catch-all pro- 
vision to pick up any other use or pur- 
pose not specifically mentioned, in line 
with the spirit and intent of those that 
have been specifically mentioned. 

In any event, the reserve should be gen- 
eral—to be used for any recognized pur- 
pose. They all interlock and no taxpayer 
should be required to set up or be limited 
to separate reserves, each for specific pur- 
poses. No one knows now what will be 
the best thing to do in the future. 

I do not attempt, at this time to specify 
in detail what should constitute recog- 
nized purposes. That should be developed 
by our many trade and industrial or- 
ganizations which are more familiar with 
and, I should add, concerned about this 
problem. Generally speaking, it should 
include, without being all-inclusive, these: 

1. Severance and relocation costs or wages 
or substitutes therefor. 

2. Costs of reconverting, moving, altering 
or adjusting plant facilities. 

3. Deferred maintenance (not otherwise 
covered by accelerated depreciation al- 
lowances). 

4. Losses on plant asset eliminations not 
offset by the retention of amortized fa- 
cilities. 
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5. Inventory losses, whether resulting from 
price declines of regular products or the 
disposition of war substitute or sub. 
standard products. 

6. The forced entry into new or substan. 
tially new business because the former 
business has been eliminated by war de. 
velopments. 

7. The development of commercial or civil. 
ian business in fields that were not fully 
developed before all efforts had to be 
devoted to war production, during 
which period the result of the pre-war 
partial development was lost. 

8. The use of facilities and development of 
business for government-owned facilities 
—but a voluntary expansion of opera- 
tions through the operation (after ac. 
quisition) of such facilities should not 
be included unless by agreement the 
price paid therefor and resultant em. 
ployment activity justifies the allowance 
of the business development cost. 

9. Deferred research expenses—deferred be- 
cause services and facilities had to be de- 
voted to the war effort. 

10. Increased unemployment insurance costs 
due to the loss of merit ratings when 
war production workers are released. 

11. Reemployment of service men. 

12. Losses due to contract cancellations. 

13. Forced establishment and development 
of new business to replace business ob- 
soleted by war developments. 


Finally, we put the roof on our house 
with the recapture provision and we thus 
find that the taxpayer is given broad, gen- 
eral, elective authority to set aside, on his 
tax return as well as his books, what he 
regards as his postwar reserve requite- 
ments with reasonable limitation on the 
annual amount; is required to fund the 
reserve so that it will be available when 
the war ends (the government meanwhile 
having the use of the money) and, if he 
does not spend it within a reasonable time 
for the recognized purposes, he must read- 
just his tax position to what it would have 
been if he had been able to and did spend, 
during the war period, what was actually 
expended after the war ended. 

If several years are involved, the ad- 
justment should be prorated at the end 
of the three-year period so that if, for 
example, 50 per cent. of a total reserve 
set up over two or more years is not ex- 
pended, 50 per cent. of each year’s de- 


‘duction should be disallowed and the tax 


redetermined accordingly. 

It has been suggested by some that we 
should insulate our house by putting some 
over-all limitation on the total amount 
that may be accumulated for postwar te- 
serves. Various possibilities have been 
suggested, such as a percentage of plant 
assets, inventory, capital and surplus, 
wages, or added cost, all of which have 
their advantages in some cases and disad- 
vantages in others. It seems to me, how- 
ever, that that is a problem that need not 
be dealt with at this time. If the wart 
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Reflection in Income Accounts of 
Section 710C Claims for Refund 


Report of the Committee on Technical Information and Research 


A question relative to the proper re flec- 
tion in the income accounts, of claims for 
refund which have been filed in connec- 
tion with Section 710C of chapter 2 of 
the Internal Revenue Code, was recently 
propounded by a member of The Control- 
lers Institute of America. The reply to the 
inquiry, which is reproduced on page 
480, by Mr. James E. McMullen, Chair- 
man of The Committee on Technical In- 
formation and Research of The Control- 
lers Institute of America, follows: 


The problem presented was whether the 
cdaim for refund, which was filed in the 
year 1943, should be reflected as a credit 
to operating profit and loss in that year, 
or whether merely a footnote should be 
appended to the profit and loss statement 
for that year, stating that such claim had 
been filed and would be set up in the ac- 
counts when it had been finally approved. 

The members of the Committee on 
Technical Information and Research in 
their replies, as usual, express somewhat 
divergent views. A number of them favor 
the reflection of this item in the current 
year’s profit and loss account. Others be- 
lieve that it should be shown only as a 
footnote. Still others qualify their re- 
plies in relation to the amount of the 
claim involved. Basically, however, it is 
my conclusion, after studying the replies, 
that the members of the Committee are 
not so far apart in their opinions, as a 
casual reading of their replies would in- 
dicate. 

Those who favor the inclusion of the 
item as a credit to the profit and loss ac- 
count during the current year specify that 
their opinion is based upon the assump- 
tion that the tax returns, as filed for the 
ptior two years, are correct, and that there 
is no question as to the propriety of the 
claim for refund. In their replies six 
members of the Committee express a pref- 
erence for the direct treatment. Pertinent 
excerpts from these replies are quoted 
below: 


From a New York City Company: 

“The Reserve for Federal Income and Ex- 
cess Profits Taxes, when originally set up, is 
an estimate and there is no question about 
having that item appear both on the Balance 


Sheet and the Profit and Loss Statement. Un- 
der no circumstances would we show the 
original provision as a footnote, just because 
it is an estimate and the correct amount has 
not been finally determined by the Treasury 
Department. Therefore, by the same token, 
I feel that a contemplated refund, even 
though an estimate, should be made a part 
of the financial statements, set forth sepa- 
rately, and not in the form of a footnote. 

“The amount of the refund should not be 
used to reduce the Reserve for Federal In- 
come and Excess Profits Taxes, which should 
be shown broad on the liability side, and the 
contemplated refund on the asset side. The 
Reserve should be shown gross, because the 
claim for refund in all probability would 
be received much later than the time when 
the taxes would have to be paid.” 


From an Eastern Company: 

“My answer to the question raised in re- 
gard to unused excess profits credit is based 
upon the assumption that the claim for re- 
fund of taxes for prior years because of 
carrying back this excess is a valid one and 
that the amount involved is correct to the ex- 
tent that the respective tax returns them- 
selves are correct. 

“If this be true, there is as good a reason 
for including the calculated amount of the 
claim when preparing the provision for taxes 
for the year 1943 as for the regular provision 
against 1943 income. Both are subject to 
subsequent verification and acceptance by the 
Internal Revenue Department and there is 
no reason to expect one calculation to be 
less accurate than the other. 

“While it is true that the claim is against 
other years than 1943 and on that basis 
might be considered as not a proper item 
for inclusion in the 1943 profit and loss 
statement, it is a fact that the year 1943 
made the claim possible by not using all of 
its excess profits credit, and there is justi- 
fication, therefore, for allowing 1943 profit 
and loss to have the benefit. This will 
eliminate any surplus or other adjustments 
which all of us try to avoid just as much as 
possible. 

“No claim against the government appears 
on the asset side of the balance sheet, the 
only result being that the liability account 
for the current year’s taxes is less by the 
amount involved. The income tax accruals 
or reserves set up year by year practically 
mever are in agreement with the exact 
amounts finally paid, and it is rather custom- 
ary for necessary adjustments, resulting from 
decreases or increases in taxes of previous 
years, to be included in the provision for 
the current year to provide the necessary ac- 
crual or reserve to bring the tax liability up 
to date. Thus it happens frequently that 
the current provision contains elements ap- 
plicable to previous years, so there is noth- 
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ing inconsistent or incongruous in allowing 
such a claim to be used for reduction of the 
current tax provision.” 


From a Pacific Coast Company: 

“The credit resulting from the claim 
should be reflected in the current income 
statement. Where the item should appear 
is a moot question. Consideration should 
be given to reflecting the credit in the cap- 
tion dealing with the current year’s taxes. 
I do not believe that this treatment conflicts 
with the accepted accounting principle which 
provides that income should not be antici- 
pated. The taxpaying corporation is avail- 
ing itself of a statutory right. In most cases, 
assuming the accuracy of previous returns, 
the amount of credit to be developed by the 
claim is a definite amount. I would, how- 
ever, describe by appropriate words in a 
footnote to the income account the nature 
of the credit.” 


From an Eastern Company: 

“It would appear to be proper to net any 
such claim against the company’s’ total tax 
liability as stated in the balance sheet. This 
assumes of course that the claim is reason- 
ably certain of collection; if there is any 
doubt as to this, the proper procedure would 
appear to be to cover it by a footnote. It 
would seem, however, that such a claim 
would not be doubtful unless there were 
some doubt as to the correctness of the ex- 
cess profits credit, and in that case the han- 
dling of the claim would presumably be con- 
sidered in connection with the possible addi- 
tional tax liability which would result if 
the excess profits credit proved to be over- 
stated,” 


From a Middlewestern Company: 

“The claim for refund should be taken 
into Corporation Profit and Loss for the year 
1943 and shown on the Financial Statement 
sent to stockholders as a separate item in 
connection with the Federal normal income 
tax provision for the year 1943. 

“I see no objection to setting up the item 
as long as adequate disclosure is made of its 
nature. Perhaps it should be footnoted to 
give further information as to its being a 
claim for refund rather than an automatic 
deduction from the provision for normal in- 
come and surtax.” 


From an Eastern Company: 

“If the unused excess profits tax credit has 
been definitely established—say by audit—it 
would appear to be in order to record on 
the books any claim filed under the ‘carry- 
back’ provision. Otherwise, it would seem 
more conservative to refer to claim in a foot- 
note.” 


Six other members of the Committee, 
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as.is to be noted from the following ex- 
cerpts from their replies, feel rather 
strongly that, in the interests of conserva- 
tive accounting principles, it is preferable 
merely to add a footnote to the profit and 
loss statements for the current year, indi- 
cating that a claim has been filed. These 
excerpts follow: 


From a Southern Company: 

“The claim should be shown as a footnote 
on the financial statement. There are, in my 
opinion, too many ‘ifs’ surrounding the 
claims to justify any other handling.” 

From a New York City Company: 

“The claims should be filed and shown on 
the financial statement sent to stockholders 
only in the form of a footnote. Any refund 
would be taken into the profit and loss ac- 
count when the tax return had been ex- 
amined and the claim finally approved and 
allowed.” 


From a New York City Company: 

“Prudent accounting dictates that it would 
be wiser not to take this into Profit and Loss 
but to carry it as a footnote on the Financial 
Statements; and not to consider it as a Profit 
or reduction of taxes until the claim has 
been actually approved and paid by the In- 
ternal Revenue Department. 

“The filing of claims on back years by tax- 
payers results in reopening the returns for 
the years for which such claims are filed; 
and if a reasonably sizable amount, very 
often prompts a reexamination of the return 
in question, particularly in connection with 
doubtful items allowed, in order that the 
Treasury Department will be in a position 
to salvage at least part, if not all of the 
claims.” 


From a New York City Company: 

“The claim for refund should not be taken 
into the Corporation Profit and Loss for the 
year 1943 and shown on the Financial state- 
ment sent to stockholders. It should be 
shown only in the form of a footnote stat- 
ing that claim for refund has been made and 
will be taken into the Profit and Loss ac- 
count of the Corporation when the tax re- 
turn has been examined and the claim ap- 
proved and allowed. 

“This for the reason that stockholders are 
always hungry for dividends and most of 
them will not understand that the amount 
shown is not available now, but may be in 
the future. This reasoning is purely psycho- 
logical, but we have to consider the effect 
upon the stockholders of anything presented 
to them.” 


From a Southwestern Company: 

“If a claim for refund of excess profits 
taxes has been filed for the years 1941 and 
1942, the statement which is mailed to the 
stockholders should be footnoted to indicate 
that such a claim has been filed and is a 
contingent asset. 

“When and if the claim is allowed and 
the refund received, such refund should be 
credited to the surplus account and not to 
the profit and loss account for the current 
year.” 


From a New York City Company: 

“Net profits of a year should not include 
adjustments of prior years. The results 
should solely reflect the year’s income. If 


a Corporation has a wind-fall in 1943, due 
to an adjustment of its 1941 and 1942 taxes, 
such an amount is an adjustment of an un- 
derstatement of 1941 and 1942 earnings. The 
amount of the claim for refund should be 
shown on the financial statement sent to 
stockholders as a footnote, and the amount 
should be added to the Surplus of the Cor- 
poration when the tax return is examined 
and the claim allowed. 

“This opinion disregards the reluctance 
of most accountants to make entries to the 





The Question: 


“At the close of our fiscal year, which 
is July 31, we will be confronted with 
an accounting problem which is quite 
new, and | imagine that either this year 
or within the next two years many other 
corporations will be confronted with the 
same problem. 

‘| would greatly appreciate it if you 
would place this question before the 
Technical Committee of the Institute 
or whomever you may see fit and secure 
whatever information you can for me. 

“The problem arises because Section 
710C of Chapter 2 of the Internal Rev- 
enue Code provides for unused excess 
profits credit adjustment which may be 
carried back to the two preceding tax- 
able years or carried forward to the two 
succeeding taxable years. 

“‘Assuming there is an unused excess 
profits credit for the calendar year 
1943, under this section this unused 
credit can be carried back to the cal- 
endar years 1941 and 1942 and the 
excess profits for those years redeter- 
mined with resulting refunds. 

“‘The question is:—Should the claim 
for refund be taken into the Corpora- 
tion Profit and Loss for the year 1943 
| and shown on the Financial Statement 
sent to stockholders as a separate item 
immediately following Operating Profit 
or Loss and thereby increase the net | 
profit for the year | 


or 


Should the amount of the claim be 
| shown on the Financial Statement sent 
to stockholders only in the form of a 
footnote stating that claim for refund 
had been made and would be taken into 
the Profit and Loss account of the Cor- 
poration when the tax return had been 
examined and the claim approved and 
allowed. 

“Should the Technical Committee 
not agree with the inferences in the 
question above, would they offer sug- 
gestions as to any other methods for 
handling this item? 

“You will note in the beginning of 
my letter | stated we were on a fiscal 
year and in the problem | have referred 
to a calendar year. 

‘| have done this purposely in order 
to make the question general and the 
answers given can be applied by us to 
the fiscal period. 

“‘| will greatly appreciate any infor- 
mation you can get for me at your con- 
venience.” 











The Controller, November, 1943 


Surplus Account if they can possibly be 
avoided. I think the public accountants 
have gone too far in their efforts to ‘keep 
the Surplus Account clean.’” 


Three other members of the Committee 
feel that the footnote treatment is to be 
preferred, but state that their opinions 
would be qualified depending upon the 
amount involved. 

A Controller of a southern company 
states that if the amount is inconsequen- 
tial, it makes little difference either way: 


“This item should be placed as a footnote 
on the balance sheet because the actual pro- 
ceeds of the claim cannot be determined up. 
til the tax return has been examined.” 

A reply from a Pacific Coast Company 
states that if the amount involved is small, 
there would be no objection to handling 
it as a credit to the profit and loss account: 


“It is my opinion that any claim for re- 
fund which has been filed in connection 
with Section 710C of Chapter 2 of the In- 
ternal Revenue Code might well be shown 
as a footnote in the financial statement to be 
sent to stockholders; and upon the actual re- 
ceipt by the taxpayer of such refund that it 
should be reported as an Earned Surplus 
Credit. In the event that the amount in- 
volved is proportionately unimportant, such 
actual receipt (of tax refund) could be re- 
flected as a separate item in the Income 
Statement.” 


The Controller of a middlewestern 
company feels that if the amount is small, 
the claim could be set up and credited to 
the income tax reserve: 


“It would be my suggestion that a foot- 
note be appended to the financial statement, 
disclosing that claims for refund have been 
filed for the years 1941 and 1942, and that 
the amount of the claims be taken up as in- 
come in the year in which they are allowed 
by the Internal Revenue Department. 

“If the amount is not substantial, it might 
be desirable to credit these refunds to the 
tax reserve because there are so many un- 
certainties in the tax laws today, and it 
might be well to use this amount as a buffer 
for additional assessments.” 


Two members of the Committee feel 
that if the amount involved is not substan- 
tial, it should not even be mentioned. Ex- 
cerpts from their replies are as follows: 


From a Pacific Coast Company: 

“The filing of a claim does not constitute 
income, and therefore the amount of the 
claim should not be reflected in income ac- 
counts. Only after the claim has been al- 
lowed should the income be recorded. 

“Whether or not the amount of the claim 
should be shown as a footnote on the Fi- 
nancial Statement sent to the stockholders 
would depend upon the amount involved. 
When statements are prepared for a specific 
date, there are usually some unsettled claims 
which are neither recorded on the books nor 
footnoted on reports to stockholders. Even 
though Section 710C provides for a specific 
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Salary Problems Under T.D. 5295 


A new problem for controllers is indi- 
cated in this concise article by Mr. Iglauer, 
a member of The Controllers Institute of 
America, who is Vice-President, Treasurer 
and Controller of The Halle Bros. Com- 
pany, of Cleveland. 


The Federal Register of September 9, 
1943 published for the first time T.D. 
5295, superseding T.D. 5186 issued De- 
cember 2, 1942 and T.D. 5294 published 
in the same Federal Register of Septem- 
ber 9, 1943. 

Without attempting to quote in too 
great detail from T.D. 5295 it provides 
in general definitions of “executive,” “ad- 
ministrative,’ and ‘“‘professional’’ em- 
ployees all of whom, because of the 
amount of their salary, come under the 
jurisdiction of the Treasury Department. 
The significant provisions may be summed 
up as follows: 

Sec. 1002.6 defines ‘“‘salary’’ as en- 
compassing all forms of direct or indirect 
compensation for personal services and in- 
cludes bonuses, gifts, loans, commissions 
and fees, and includes all accruals in- 
tended to be paid as salary for a given 
year. Other provisions for the employees 
such as insurance and pension benefits are 
sharply limited, but will not be discussed 
in this paper. 

Sec. 1002.13 permits no increase in sal- 
aty except as provided in Sec. 1002.14 
without prior approval, and makes the 
further declaration that such increases will 
not be approved except: 

(1) such increases as are clearly necessary to 
correct a substandard of living; 

(2) adjustments not heretofore made to com- 
pensate in accordance with the Little 
Steel formula; 

(3) salary revisions necessary to adjust sal- 

aries up to the minimum of the tested 

and going rates paid for the same work 
in comparable plants in the same labor 
market; and 

reasonable adjustments made with the 

approval of the Commissioner in the case 

of promotion, reclassification, merit in- 
creases, incentive wages, or the like. 


(4 


ee 


Promises of increases made by em- 
ployers prior to October 3, 1942 or Oc- 
tober 27, 1942, are to be ignored in de- 
termining approval of any increase after 
that date. This section also expressly in- 
cludes any arrangements existing as of 
October 3, 1942 (or October 27, 1942 as 
the case may be), which provided that 
a increase was to take effect at some 


By Jay Iglauer 


future date; these must also be approved. 

Sec. 1002.14 permits increases in the 
rate, exclusive of bonuses or additional 
compensation, if made in accordance with 
the terms of a salary plan or rate sched- 
ule in effect on October 3, 1942 or ap- 
proved thereafter by the Commissioner. 
The last paragraph of Sec. 1002.14 con- 
tains the most troublesome new provision 
in that it provides that any bonus or form 
of additional compensation which is in 
excess of the amount of bonus or other 
additional compensation paid to such em- 
ployee for the last bonus year ending be- 
fore October 3, 1942 requires approval 
by the Commissioner. Obviously this 
means that all corporations using the cal- 
endar year or fiscal year ending prior to 
October 1942 are compelled to submit for 
approval all combinations of salary and 
year-end settlements for 1943 which are 
in excess of the 1941 level. Conferences 
with the heads of the Salary Stabilization 
Unit in Washington and with the local 
units disclose that it is the present policy 
of the Treasury to hold the 1943 pay- 
ments to the level of 1942 and not 1941, 
which in their view is in accordance with 
the President’s Stabilization Order. 


PREVIOUS POLICY 


It has been the generally accepted 

practice of the Treasury that Treasury De- 
cisions do not have a retroactive effect ex- 
cept where the law under which they are 
issued contains specific retroactive provi- 
sions. To apply T.D. 5295 to the period 
prior to its issue would have exactly that 
effect. T.D. 5186, the preceding T.D. gov- 
erning salaries, provides specifically the 
following in Sec. 1002.14: 
““% %& & Where the compensation, or part 
thereof, is paid on a commission basis and is 
based upon a fixed percentage (which has not 
been changed) of sales made by the employee, 
a payment does not require approval by the 
Commissioner even though the amount may 
represent an increase due to increased sales 
by the employee.” 


This was legally in effect up to the date 
of the new T.D. 5295, and agents in the 
field as well as employers and employees, 
in arriving at salary agreements, had every 
right to rely on the recognition of incen- 
tive systems contained in T.D. 5186. 

It is our opinion therefore that year- 
end settlements accrued up to the time of 
the issuance of T.D. 5295 would not be 
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in contravention of the regulations. The 
least that could be expected therefore 
would be that the total payment of addi- 
tional compensation or year-end settle- 
ment would consist of proportionate frac- 
tions of the total year (calendar or fiscal) 
the first fraction being that portion of the 
total year prior to September 1 (or Sep- 
tember 4) at the 1943 rate, and the bal- 
ance of the compensation the remaining 
proportion of the year of the total addi- 
tional compensation paid in 1941 or 
1942 whichever was the greater. 

There is however a phase of the prob- 
lem connected with 1944 which is even 
more confusing, if T.D. 5295 is literally 
applied. Assuming no change in fixed sal- 
ary rate, what will be the payment of addi- 
tional compensation ? At the close of 1944 
will it be an amount in dollars not in ex- 
cess of the amount allowed for 1943, or 
must it be limited to the amount actually 
paid in 1941 or 1942, whichever is 
greater? Where the additional compensa- 
tion is based upon sales volume or upon 
net profits, or a combination of the two, 
we would be compelled to limit the total 
compensation paid to an amount not ex- 
ceeding the total paid for the fiscal period 
of 1942, even though the dollars pro- 
duced by the rate (or in other words, the 
compensation actually earned) was sub- 
stantially in excess of that amount. In any 
case, this would mean of course that the 
employee would receive less in 1944 than 
he received for 1943. It will, in our 
opinion, cause confusion, misunderstand- 
ing, dissatisfaction and suspicion on the 
part of the employees, some of whom may 
doubtless seek employment elsewhere, 
where salary ceilings may be higher. 

For all of the above reasons we are 
strongly of the opinion that the only fair 
way to apply T.D. 5295 is to make it ef- 
fective as of the calendar or fiscal period 
immediately following the issue of the 
T.D. which would be in most cases, Janu- 
ary or February, 1944. 

Members of The Institute should lose 
no time in acquainting their local Salary 
Stabilization Units with the salary prob- 
lems involved in the application of this 
T.D. which appears to be so innocuous, 
but which in reality will have serious ef- 
fects upon the morale of all those top 
executives upon whom more than ever 
management has been compelled to rely 
in these extremely troublesome times. 








Cost-Plus-Fixed-Fee Disallowances 


The subject of CPFF allowances is im- 
portant. As a matter of fact, I have a 
growing impression that it is more im- 
portant than a good many of us are pre- 
pared to realize. It seems to me that 
the recent successes of our armed forces 
have resulted in a sort of stampede away 
from the problems of the present, to- 
ward those of the immediate postwar 
era. The chief executives of most of the 
eastern aircraft companies recently de- 
cided upon contract terminations as the 
subject most requiring their organized 
attention. These men have instructed 
their chief financial or accounting ofh- 
cers to form a committee for a concen- 
trated attack on termination and renego- 
tiation problems. The urgency felt by 
these executives is typical of a nation- 
wide attitude. Witness the numerous 
similar groups, university courses, and 
magazine and newspaper space recently 
devoted to these matters. 

Obviously this is as it should be. Mis- 
treatment of contractors in the matter 
of terminations can readily cause wide- 
spread bankruptcy, with the attendant 
national economic and political disasters. 
I urge, however, that we do not lose 
sight of what, to many companies, is a 
more imminent and almost as serious a 
menace. In the months immediately 
ahead, I believe that the gravity of the 
disallowance problem will make itself 
generally felt, and it appears likely that 
many of us are due for a very unpleasant 
surprise. 

I confess I have not taken the time to 
widely canvas conditions in the numer- 
ous companies in our industry. I rely 
upon the experience of my own com- 
pany, and a few others, and upon the re- 
ports of government auditing officials, 
for my conviction that the solvency of 
many aircraft companies may well be 
placed in question when both the service 
auditors and the General Accounting 
Office shall have done their work. 

I believe that the damage from dis- 
allowances can be decidedly lessened 
through concerted action promptly ini- 
tiated. And I hope to find that others 
here are of the same mind, and are ready 
to act. Among the few controllers with 
whom I have had an opportunity of dis- 
cussing this subject, the conclusion has 
been unanimous that prompt action 
could readily prove of great value—that 


By |ra Stuart Wilson 


prompt action in this matter could prob- 
ably get more results more quickly than 
in some of the other, broader fields in 
which we are beginning belated collec- 
tive activity. 

Let me hasten to say that I intend no 
criticism of Army or Navy auditors or 
of employes of the Comptroller General. 
I have not found that these men differ, in 
ability or in disposition, from the staffs 
of other large accounting departments. 
As in other fields, there are occasional 
misfits, but in such cases an appeal to 
higher authorities practically always se- 
cures the desired results. 

Indeed the damage lies in the very 
fact that the problem is mot one of per- 
sonnel, but lies rather in the fact that 
splendid, broad-visioned accountants, af- 
ter a few months in the government 
service, find themselves forced into po- 
sitions and attitudes not consistent with 
sound accounting or good business. 

These men soon acquire a sense of 
duty—duty to observe regulations and 
directives which sometimes have been 
written rather with a view to prevent 
fraud than toward the reasonable treat- 
ment of the great bulk of honest con- 
tractors. This sort of attitude has been 
strengthened by a most generous policy 
of governmental financing, through 
which unpleasant decisions can be either 
rendered'or deferred without damage to 
the war effort, and also without immedi- 
ately apparent damage to the contractor. 

We are facing a basic governmental 
attitude which must be changed if some 
of us are to survive. It will not change 
of its own accord. 

I believe you will agree that there is 
neither time for nor good purpose in the 
listing of the hundreds of types of dis- 
allowances that occur from day to day. 
No doubt each of you shares our experi- 
ence in this respect. Vendors’ invoices 


not in agreement with the related pur- 
chase orders or receiving documents, 
with respect to quantities, specifications, 
price, trade discount, and the like, are 
customarily disallowed. We have the 
usual petty annoyances with numerous 
overhead items such as traveling ex. 
penses, contributions, professional fees, 
certain types of insurance, and others, 
Our purpose this evening will probably 
be better served by a brief discussion of 
a few disallowances which are significant 
or unusual in their nature, and of cer. 
tain recent activity by the General Ac- 
counting Office. 

Among types of disallowances which 
trouble our company are the following: 


DELAYED AUDIT AND MissiING REcorps 


1. Delayed Audit and Missing Rec- 
ords: It appears that at one time in the 
history of the very sudden and rapid ex- 
pansion of our company, the accounting 
department fell seriously behind in its 
work. I hope that none of you have 
duplicated our history in the matter of 
accounting records. Our volume of 
business expanded thousands of per cent. 
in a year or two. The safes gave way 
to a vault, which gave way to a corner 
of the office, which gave way to a sec- 
tion of the factory floor, then to a larger 
section of another floor, and finally, toa 
building rented for the purpose of rec- 
ord storage. These many moves, which 
were concomitant with rapid expansion 
and turnover in personnel, have created 
a situation in which we cannot always 
find readily all the records concerning 
transactions of six months or a year ago. 

Since, for various reasons, our govern- 
ment auditors are usually concerned with 
old records in at least some parts of their 
work, we are now accumulating very 
large so-called suspensions, because ma- 





A GRAVE 





Fair treatment of industry in the matter of cost-plus disallowances 
is an important and a developing need, says Mr. Wilson, Vice Presi- 
dent, Brewster Aeronautical Corporation, Long Island City, New York, 
in this paper which he delivered at the Automobile and Aircraft Con- 
ference at the Twelfth Annual Meeting of The Controllers Institute of 
America in September. His summary at the close of the paper will 
prove of particular interest to controllers and financial officers. 
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—THE EDITOR 
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terial requisitions or labor distribution 
tickets or similar items now available do 
not add up to the amount charged 
months ago to the various cost-plus con- 
tracts. Despite agreement by our gov- 
ernment auditors that the internal check 
existing at the time the entries were 
made lead a reasonable auditor to accept 
our book figures, we have been unable to 
provide the substantiation required for 
the alleviation of the suspensions. Ac- 
cordingly, we are inclined to feel that 
these suspensions will become, in due 
course, disallowances. As to what will 
happen when, as and if, some years later, 
the representatives of the Comptroller 
General come in to re-audit, we do not 
even try to imagine. 


RE-Work Costs 


2. Re-work Costs: High on the list of 
our disallowance problems is the subject 
of re-work. Our Navy cost-plus con- 
tracts vaguely indicate that costs arising 
from our “negligence,” whatever that 
may mean, shall be borne by us. The Cost 
Inspection staff has sought earnestly to 
secure more precise definition of the 
terms involved, without very much suc- 
cess. 

As any lawyer will agree, negligence 
is even harder to prove than to define. 
If, therefore, the burden of proof could 
somehow be placed upon the customer, 
the problem would be substantially 
solved. However, as we all know, when 
the customer is Uncle Sam, the case is 
different. 

Here, for example, is a specific inci- 
dent about which there was considerable 
discussion. A letter written by our In- 
spection Department to a subcontractor 
pointed out a distressing number of most 
serious deficiencies in a part recently re- 
ceived from the subcontractor. The 
letter went on to recount a similar ex- 
perience with the same part on a previ- 
ous occasion. The letter concluded with 
the announcement that the part was be- 
ing submitted to our Salvage Depart- 
ment for final disposition. Additional 
documents indicated that the part was 
needed quickly, and that our Salvage 
Department ordered that the part be 
accepted and that the necessary rework 
be done in our plant. The vendor was 
paid in full. Discussion brought out 
two diametrically opposed points of 
view, as follows: 


(a) Our inspector’s letter clearly indicated 
the company’s knowledge of the defec- 
tive character of the part. Hence to 
accept and pay in full, was negligence 
on our part and the re-work costs 
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which followed must therefore be dis- 
allowed. 

(b) The letter and other documents clearly 
indicated that the company was fully 
“on its toes”; that incoming parts were 
subjected to rigid inspection; that 
vendors were promptly and fully ad- 
vised of their inadequacies; that a Sal- 
vage Board has been established and 
was in operation; and that in the in- 
terests of war production, red tape 
was cut and the parts brought to the 
desired state of perfection. The com- 
pany was not negligent, but was, on 
the contrary, exercising its judgment 
in the full light of knowledge. At the 
worst, a Salvage official had made an 
error in judgment as to the immediacy 
of the need for the part. Such error 
is not negligence on the part of the 
company, and the rework costs there- 
fore should be allowed. 


I have cited this particular case merely 
as illustrative of the possibilities inher- 
ent in the whole subject of re-work. 
After months of discussion, the attitude 
of our Navy auditors remains not clearly 
defined, despite their earnest effort to- 
ward clarification. We are advised that 
it is proposed to investigate large or re- 
current items of re-work to determine in 
each case whether negligence is present. 
We realize it would be too much to ask 
for an intelligible definition of negli- 
gence. We hope, some time in the fu- 
ture, to have rulings on an adequate 
number of specific cases to form some 
estimate of how deeply this item will 
cut into our fixed fee. 

3. Audit and Renegotiation of Sub- 
contracts: A large number of our smaller 
subcontracts are issued on a time and 
material basis. More rarely, small sub- 
contracts are on a cost-plus-fixed-fee 
basis. Army auditors have demanded 
that our internal audit staff audit such 
subcontractors, and have suspended re- 
imbursement pending such audit. 

Our experience in this respect has been 
almost entirely with the Army, as the 
Navy has not suspended payments of this 
nature. However, at a recent conference 
with Navy Cost Inspection officials, we 
were informed that the renegotiation 
law and the renegotiation boards could 
not cover the thousands of small subcon- 
tractors, and that therefore prime con- 
tractors would be expected to renego- 
tiate such subcontractors down to a rea- 
sonable profit level. 

Shortly after that conference, our local 
Navy Cost Inspector submitted to us the 
result of an audit by a mobile Navy Cost 
Inspection Unit. This indicated that 
one subcontractor, who had completed 
a number of small orders totaling about 
one quarter million dollars, had earned 
an excessive rate of profit. It was “‘sug- 
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gested” that we renegotiate this firm. 
The subcontracts in question were at a 
so-much-per-hour basis. The mobile 
unit indicated that the hours were cor- 
rectly reported and that the subcontrac- 
tor’s billing to us was in all respects in 
conformity with the purchase orders. 
The profit rate was especially high be- 
cause the mobile unit had disallowed a 
substantial proportion of the subcon- 
tractor’s overhead. 

Our own feelings are that renegotia- 
tion is the business of government au- 
thorities ; that renegotiation of profitable 
contracts downward without regard to 
possible losses on other contracts is un- 
fair; that overhead unallowable for cost- 
plus purposes should nevertheless be 
fully considered for purposes of renego- 
tiation. Nevertheless, we have actually 
embarked upon the disagreeable pro- 
gram of demanding refunds from sub- 
contractors who have done well. 

4. Anodizing Labor: As yet unsolved 
in our plant is the problem—probably 
universal in the industry—of cost dis- 
tribution of the labor in departments 
where men or machines work simultane- 
ously on many contracts. Typical is the 
anodizing department, in which alumi- 
num parts are immersed in tanks to re- 
ceive a coating required before further 
individual processing. The men attend- 
ing the tanks frequently immerse large 
numbers of parts ‘simultaneously, and 
are likely, at any given time, to be work- 
ing on a number of contracts. 

We believe that a scientifically accu- 
rate labor distribution in such depart- 
ments is a practical impossibility. Some 
arbitrary method must be agreed upon 
as reasonable. Our company elected, 
some years ago, to allocate such labor 
costs among the contracts involved on 
the basis of material drawn from the 
stores room. All costs so allocated have 
been suspended. A number of alternative 
suggestions have been proposed, but as 
yet none has been approved. 

5. Tooling Applicable to Several Con- 
tracts: In 1940 we secured three large 
orders, from three separate customers, 
for the same airplane. One of these 
orders was a cost-plus-fixed-fee contract. 
The airplane involved had never been 
in production, and it was therefore 
necessary to spend a large sum of money 
in preparatory engineering and tooling. 

It will come as no news to men in the 
airplane industry that the three identical 
airplanes became three decidedly differ- 
ent airplanes long before the tooling 
was complete, and that the three pro- 
grams continued to diverge in all re- 
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spects as time went on. Our company’s 
plans, in terms of buildings, machinery, 
manpower, and the like, suffered severe 
dislocations—and so did the accounting. 

The simple plan, whereby tooling cost 
was to be divided in accordance with the 
number of planes ordered, broke down 
completely. During the various efforts 
to please two separate sets of customers’ 
auditors, separate shop orders were set 
up for the tools applicable to various 
combinations of one, two or all three 
contracts. Needless to say, this effort 
at Utopian bookkeeping broke down. 

Our cost-plus auditors have exhibited 
every wish to be reasonable. They ear- 
nestly want to allow the proper tooling 
cost. We have merely to substantiate 
the amount which is properly allocable 
to the cost-plus-fixed-fee contract. They 
are always willing to discuss formulae. 
We fully understand the fears which 
cause the regular postponement of a 
settlement. But the fact remains that 
our tooling costs are suspended and that 
the passage of time is not likely to re- 
duce our ultimate loss. I need not point 
out that for our company, as for many 
others, a tooling program for the vol- 
ume production of a tactical airplane in- 
volves substantially more money than 
the company’s entire net worth. A sus- 
pension of this character, threatening 
by its nature to result in a substantial 
ultimate disallowance, is a problem of 
the first magnitude. 

All of the suspensions and disallow- 
ances discussed heretofore have con- 
cerned prime cost, labor and material. 
On the subject of overhead I am happy 
to be able to offer you something more 
than a dreary list of disallowances im- 
posed on our particular company. An- 
other large airframe company recently 
received from a Disbursing Officer a de- 
mand for a substantial cash refund under 
a cost-plus contract. The demand is 
based on a document signed by the 
Comptroller General, which was appar- 
ently prepared after a cursory review of 
the company’s accounts and practices 
with respect to overhead. I regard this 
document as extremely important, and 
accordingly I ask your indulgence in 
listing in detail the several groups of 
overhead items which the Comptroller 
General has here very recently decided 
to disallow. Eleven groups of expenses 
are so disallowed, as follows: 


Group 1: from Miscellaneous Expense 


(a) Purchasing, framing and fitting of of- 
fice decorations. 


(b) Newspaper clipping service. 
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(c) Press club dues of public relations di- 
rector. 


(d) Flowers for sick employees and for 
funerals of employees. With respect to 
this group, the reason given is “no rela- 
tion to the performance of the con- 
tract.” 


Group 2: from Miscellaneous Expanse 
(a) Shortages and missing pay envelopes. 
(b) Law books, services, Prentice-Hall, and 
the like. 
(c) Chauffeurs’ licenses. 
This group was regarded as 
proper charges.” 


not 


Group 3: from Miscellaneous Expense 
(a) Fees of referees at company ball games; 
purchase of duck pins, donation to the 
company’s bowling league. 
(b) The expenses of an employee celebra- 
tion party, including refreshments, 
badges, music, game trophies, etc. 


With respect to this group, the Comptrol- 
ler General indicated that the maintenance of 
proper morale and spirit of employees is pri- 
marily the responsibility and duty of the con- 
tractor. 


Group 4: from Traveling Expense 


(a) Traveling expenses of directors to 
board meetings. 

(b) Traveling expenses of public relations 
personnel. 

(c) The cost of transfer of the families of 
employees and of their household 
goods. 


These were disallowed because, since this 
company had charged certain traveling ex- 
penses directly to the contract, no overhead 
allocations might be made of other traveling 
expenses. 


Group 5: Directors’ Fees 
These were stated as “not allowable.” 


Group 6: from Charities and Donations 


Contributions to a model airplane school, 
to the local community fund, to the American 
Red Cross, to the American Legion Poppy 
Drive, to the joint USO-Navy Relief Drive, 
to the Russian War Relief, and to the war 
training courses conducted by a local univer- 
sity, were disallowed as “not constituting or- 
dinary or necessary business expenses within 
the meaning of T.D. 5000.” 


Group 7: from Postage 

Postage for mailing Christmas cards was 
disallowed as having no relation to perform- 
ance of contract. 


Group 8: from Subscriptions and Dues 
(a) Subscriptions to general magazines and 
newspapers. 
(b) Dues and assessments to non-trade as- 
sociations, such as the local Chamber 
of Commerce, and the like. 


This group was disallowed as having no 
relation to performance. 


Group 9: from Subscription and Dues 
(a) Subscriptions to technical and trade 
publications, such as The Daily Metal 
Trade Paper, the Aero-Digest, and 
others, 


(b) Dues to such groups as the Aeronauti. 
cal Chamber of Commerce and Insti. 
tute of Aeronautical Sciences. 


This group was disallowed because relation 
to the performance of the contract was “too 
remote.” 


Group 10: from Advertising 


: Advertising in trade and technical publica. 
tions, including Popular Aviation, Aero-Dj. 
gest, and Commercial Aviation, were disal. 
lowed with the indication that they “do not 
appear to be reimbursable.” 


Group 11: from Company Publications 


The cost of printing and distributing the 
weekly company newspaper was disallowed 
as not “necessary or incident to the perform. 
ance of the contract.” 


I have listed these in some detail since 
I believe they are of very vital interest 
to us all. I think it might be well to 
summarize them. It appears that the 
Comptroller General has, at least in this 
case, decided to disallow four types of 
expenditures hitherto generally regarded 
as allowable CPFF costs. 


1. All advertising, including trade periodicals, 


2. All of the costs of the public relations 
work. 


= good many of the costs of building and 
maintaining employe goodwill and mo- 
rale. 


4. Practically all forms of dues, donations and 
subscriptions, however reasonable or tech- 
nical they may be. 


Many of us, relying on the clear direc- 
tives and rulings of the procuring serv- 
ices, have justifiably expended large 
sums for advertising in technical jour- 
nals. And all of us have either had the 
wisdom to regard morale building ex- 
penditures as good business, or have 
been forced to such expenditures by the 
pressure of labor and competition. | 
venture that the sum of the four types of 
costs here disallowed by the Comptroller 
General represents a substantial per- 
centage of the sales volume of many 
companies, and amounts to a very sub- 
stantial proportion of the total gross 
profit of all cost-plus-fixed-fee contrac- 
tors. 

Fortunately, the contractor involved 
in this ruling can be relied on to exert 
able and vigorous efforts toward mini- 
mizing the final effects of the document 
in question. And, since the ruling is 
directly opposed in some respects to 
service directives, it is to be hoped that 
the services will cooperate with the con- 
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tractor in an effort to secure more favor- 
able treatment from the General Ac- 
counting Office. I cannot help but feel, 
however, that a ruling of this sort, at 
this late date, should give financial and 
accounting executives as a warning of se- 
rious danger ahead. Should similarly 
harsh treatment be applied in the future 
by the General Accounting Office to the 
labor and material elements of cost, it is 
readily conceivable that the solvency of 
many of us will be placed in question. 

I cannot help but feel that the control- 


lers of the industry, and perhaps of the 
country, need a mechanism for the 
prompt interchange of information on 
developments in connection with cost- 
plus auditing and cost-plus disallow- 
ances. Urgent need appears for an or- 
ganized and publicized appeal to the 
Congress and to public opinion for the 
fair treatment of industry in this matter. 
I am hopeful that The Institute, the vari- 
ous professional accounting organiza- 
tions, and the many accounting commit- 
tees of various business and industrial 


Postwar Markets for Transportation 


Postwar preparation in the transportation 
industry calls for “creating new customers for 
new and improved services, creating greater 
consumption, adding new segments to the mar- 
ket, raising the whole standard of living far 
beyond what we have had in the past,’ Don- 
ald M. Hobart, Manager of the Research De- 
partment of The Curtiss Publishing Company, 
declared at a transportation meeting in con- 
junction with the Twelfth Annual National 
Meeting of The Controllers Institute of Amer- 
ica. 

“In this connection let us not put too much 
of the responsibility of the job, especially the 
immediate job, upon new industries and en- 
tirely new products,” he said. “To be sure, 
they will play an important part in the future, 
but their immediate influence can be over- 
estimated.” 

In the transportation industry’s “tooling up” 
for the peacetime job, he said, market research 
should occupy an important place, for it was 
established by American business as an aid 
in preparing for the future. 

“Today with the stakes so high, business 
is relying upon market research as never be- 
fore to do the reconnaissance work and the 
subsequent interpretation of material upon 
which individual company decisions must be 
made,” Mr. Hobart added. “As the problems 
of this preparation unfold, the importance of 
market research becomes more and more ap- 
parent. 

“Postwar planning in the transportation in- 
dustry may be somewhat more complex than 
for a producing industry. In the transportation 
industry, particularly, the market is a never 
ending parade. Postwar transportation may be 
highly competitive. 

“The preparation for postwar is not prepa- 
ration for one static period or condition. It is 
actually preparation for a series of periods 
and the success of the preparation will depend 
on how well the challenge of each successive 
period is met.” 

The postwar periods which demand atten- 
tion, Mr. Hobart characterized as ‘the conver- 
sion period’’ which involves the end of the 
war and the end or sharp curtailment of war 
production, demobilization of troops and shift 
of war workers, ‘‘a period of indecision, of 
unemployment and of great need for capital 
surplus’; the “replacement period’ in which 
the stored-up demand for consumer goods and 
services not available during the war expresses 
itself in terms of large production, broad em- 
ployment and good business; the ‘‘trade reces- 
sion” period resulting from maladjustment 


arising out of the boom which centers in the 
consumer goods field and the “recovery and 
general prosperity” period which extends over 
a long period of time. 

Mr. Hobart said that as a result of the 
amazing production record and performance of 
American industry in the war crisis the “in- 
dividual enterprise system has been returned 
to a strong position in the minds of the public 
and it must be kept in that position” by prepa- 
ration to meet the crisis of peace and the 
threat of widespread unemployment. 
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groups will place high upon their agenda 
the consideration of collective efforts 
towards securing reasonable treatment 
from government auditing agencies. 





EASY WAY TO MAKE 
50 CENTS 


New readers of “The Con- 
troller’ are anxious to com- 
plete a file of copies of the 
magazine and are short these 


copies: 
March 1943. May 1943 
April 1943 June 1943 


The publishers of the maga- 
zine are unable to supply these 
copies and will be glad to re- 
ceive any or all of these copies 
from members of The Control- 
lers Institute, or other readers 
of the magazine who will be 
willing to part with them at the 
regular rate of $.50 a copy. 











Problems” 
Plan” 


Tax” 


“Withholding Problems under 


“Postwar Reserves” 

“‘War Contract Problems” 
Federal Reports” 

| Debt” 


Stabilization” 
“Postwar Considerations’ 


“Controllership Problems” 


without charge. 





Current and Recent Publications 
of The Controllers Institute of America 


| “‘Wartime Planning to Meet Postwar 


“Policies and Procedures under the 
Wage and Salary Stabilization 


“The Accounting Treatment of the 
Postwar Refund of Excess Profits 


1943 Pay-as-You-Go Tax Act” 
"Year Book—1942” (Members Only) 


“‘Corporate Financial Statements; 
“Federal Taxation and the National 


“‘Manpower Policies; Wage and Salary 


| “Pension Plans and Social Security” 


The eight publications, immediately above, constitute the proceed- | 
ings of the Twelfth Annual Meeting of The Institute. The series of 
eight is available for $3.00 to non-members. Members received them | 


September, 1942 $1.00 
December, 1942 $1.00 
December, 1942 25 cents | 
the 
June, 1943 $1.00 
$1.00 
October, 1943 50 cents 
October, 1943 50 cents 
October, 1943 50 cents 
October, 1943 50 cents 
October, 1943 50 cents | 
October, 1943 50 cents 
November, 1943 50 cents 
November, 1943 50 cents 
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Brief Items from Here and There of Int t 








Postwar Use of War Plants 


Definite conversion of at least some part 
of newly created war plant facilities to peace- 
time production is being planned by a sub- 
stantial percentage of the manufacturing 
establishments in the country, a study’ by 
the National Industrial Conference Board 
reveals. 

The survey brought out that of a repre- 
sentative list of manufacturers consulted, 63 
per cent. had’ reached fairly definite con- 
clusions concerning the disposition of these 
facilities. Two 4 every three of these ex- 
pected to make use of the new facilities after 
the war is over. The facilities about which 
inquiry was made included both those 
owned by the companies’ and those owned 
by the Government. 

There is a great deal of difference in the 
plans of individual manufacturers. Many ex- 
pect to use both their old and new facilities, 
though probably at a reduced rate, while 
others are planning to scrap at least part of 
their old plants, to use the newer and more 
modern buildings and equipment. A few of 
the companies cooperating in the study con- 
template selling their war production facili- 
ties or returning those leased from the gov- 
ernment. 

Among the companies planning to make 
use of the new facilities there are a number 
of firms in the heavy machinery, metal prod- 
ucts, automotive, food and construction ma- 
terials industries. Several concerns which 
are operating plants owned by the govern- 
ment hope to make suitable arrangements to 
purchase some or all of these facilities, al- 
though a number report that they expect to 
make no effort to acquire government owned 
plant and equipment. 

Physical plant capacity has been expanded 
for war production by two of every three 
companies covered by the survey. Estimates 
of expansion in production facilities range 
from a low of 5 per cent. to a high of 600 
per cent., with the largest number of firms 
reporting an increase of about 10 per cent. 
Percentage increases in war production fa- 
cilities were largest in the heavy machinery, 
machine tool, automotive and electric equip- 
ment industries. 


Management's Role Grows 


The growing and changing role of corpo- 
rate management was indicated by Dr. Cole- 
man L, Maze, President of the National Of- 
fice Management Association, at its 24th an- 
nual conference, held in Detroit, June 7-9. 

“Management, as a function of our econ- 
omy,” Dr. Maze said, “is rapidly developing 
an impersonal quality that will greatly 
change its status and relationships in the 
world of the future. In the past we, as 
executives, have assumed, and perhaps rightly, 
that our sole responsibility was to the own- 
ers who employed us. In the future we shall 
take a different view, for we shall be held 
accountable for our actions not only by own- 
ership, but by workers, and the consuming 
public as well. It is our duty to develop that 
sense and fitness of professionalism which 
will enable us to administer the industry and 
commerce of the nation in such a way as to 
produce the maximum contribution to the 
social welfare. 

“We, as managers, must recognize and 


accept our full responsibility for planning 
and performance on such levels as_ will 
best serve the interests of those who are de- 
pendent upon our efforts.” 





Special Pamphlets Cover 1943 
Meeting of Controllers 


A series of eight special pamphlets 
is being released to members of the 
Controllers Institute of America, con- 
stituting the printed Proceedings of the 
Twelfth Annual Meeting of The Insti- 
tute, held in New York, September 20- 
22, 1943. The pamphlets are developed 
according to principal subjects covered 
in the various sessions. Members of 
The Institute have each received the 
full series without cost. Non-members 
can obtain the pamphlets at 50 cents 
each, or $3.00 for the series of eight, 
direct from National Headquarters of 
The Institute, One East Forty-second 
Street, New York 17, N. Y. Additional 
copies are also available to members of 
The Institute, it is announced, at the 


same rate. 
| 











Revenue Law Simplification 


The Treasury Department’s General Coun- 
sel, Mr. Randolph Paul, requested aid at the 
August 24 meeting in Chicago of the Ameri- 
can Bar Association, in a program for sim- 
plifying present revenue laws. In an ad- 
dress before the association, the Treasury's 
tax spokesman suggested three particulars in 
which the tax statutes might be modified to 
make them easier on the taxpayer: 


_ 


. Elimination of the complications caused 
by the Victory Tax in which exemptions 
and deductions differ from the regular in- 
come tax. 

. Elimination of the “now relatively insig- 
nificant and falsely named earned income 
credits.” This, he said, could be accom- 
plished “without depriving partially tax 
exempt securities of their present exemp- 
tion.” 

. Elimination of “that guessing contest, the 
capital stock tax,’ as a means of relieving 
compliance problems of corporations. 


N 


w 


Mr. Paul said that the Treasury has made 
plans to enlarge its Committee on Practice to 
provide more adequate supervision over law 
practice before the Treasury. 

“By these means we hope to protect that 
large majority of the tax bar which is scru- 
pulously adhering to the best standards of 
the profession,” Mr. Paul said, pointing out 
that the Treasury bar now lists 70,000 law- 
yers and accountants, as against 30,000 in 
1932. 


Profits Repay Loan 


A recent article in the Journal of Ameri- 
can Insurance indicates that profits of Brit- 
ish-owned or controlled fire and casualty in- 
surance companies in the United States last 
year were used to help repay the United 
States loan of $425,000,000 made to the 
British Government in 1941, whereas in 


earlier years the money was returned to the 
home offices. 

Total United States premiums of the fire 
and casualty companies last year rose 15.6 
per cent to $398,966,378, against $344,939,- 
475 in 1941. Dividends paid by the foreign 
companies were $6,717,497, against $8,344, 
497. 

Little of the earnings found their way 
abroad, due to the fact that earnings of the 
United States branch offices of forty-one 
British fire insurance and casualty insurance 
companies have been assigned to the Recon- 
struction Finance Corporation, and the cap- 
ital stock of forty-one British-owned United 
States fire insurance and casualty insurance 
companies have been put up as collateral, in 
connection with the described loan to the 
British Government. 

The RFC is doing a “good job of collec- 
tion on the loan too,” the review says. To 
date, the collateral has yielded $68,528,819, 
of which $1,591,867 represented funds real- 
ized on the sale of collateral and $66,936,951 
represents interests on collateral. The Ameri- 
can branches of British insurance companies 
paid $19,108,961 of this total. 


63,500,000 Have Jobs 


Employment in the United States reached 
63,500,000 at the end of June, a figure ‘well 
above earlier estimates of the total man- 
power required to meet production goals 
for the home and fighting fronts,” the Na- 
tional Industrial Conference Board declared 
on August 22. 

According to the Conference Board, a pri- 
vate research organization, nearly 1,100,000 
persons were drawn into agriculture, the 
fighting forces and civilian production lines. 

The board added that because agriculture, 
the armed services and munitions industries 
were levying upon an already depleted man- 
power reserve, “the labor supply situation 
has become a national problem of first-rate 
importance.” 

“Estimates by manpower authorities for 
the coming twelve months reveal that an ad- 
ditional 3,600,000 recruits must be found to 
satisfy the needs of the armed forces and the 
munitions industries,” the board pointed out. 

The board also made public a study show- 
ing that the tax load borne by the British 
people is considerably greater than that of 
the people of the United States. 

Britons paid out 40 per cent. of national 
income for taxes in 1942, while Americans 
paid out 27 per cent., the study revealed. 

American taxes per capita were $250 in 
1942, the board found, and to have matched 
the British taxpayer's performance, we would 
have had to pay $375 per capita. 


British and U. S. Tax Burdens 


Who pays the heavier taxes, the British 
or the American taxpayer? That has been 
debated many times. Now the National In- 
dustrial Conference Board brings new and 
interesting findings to light by reducing the 
whole comparison to one of percentages of 
national income paid out in taxes. It has de- 
cided that the British public last year paid 
out 40 per cent. of its income in taxes, against 
27 per cent. in this country. It adds the ob- 
servation that this year the American public 
will pay about 33 per cent. of its income. 
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Inst to Controllers and Financial Officers 











Business Life Insurance Proceeds 
Tax-Exempt 


A recent United States Tax Court decision, 
in the case of the Premier Products Company, 
means that life insurance proceeds collected 
by a corporation, upon the death of one of 
its key men, are still exempt in full from Fed- 
eral income and excess profits taxes, according 
to counsel of the Mutual Life Insurance Com- 
pany, as reported by the New York Times re- 
cently. 

“Under the law,” the report continues, “the 
excess profits tax does not apply except when 
the proceeds of life insurance policies are sub- 
ject to income tax, and that occurs only when 
policies were not purchased directly from life 
insurance companies, but were obtained by com- 
panies by way of assignment for a valuable 
consideration. This was the situation that ex- 
isted in the Premier Products case, where the 
so-called ‘excess over cost’ to the corporation 
was. held subject to tax, but in all other cases 
the death proceeds are fully exempt from in- 
come and excess profits taxes, as before, coun- 
sel held.” 


Pension Plan Booklet 


In recognition of the increasing public in- 
terest in plans providing retirement benefits 
for employed persons, the Chase National 
Bank, New York, announced recently that its 
pension trust division is distributing a ninety- 
two-page book summarizing pension, bonus 
and profit-sharing systems. Authors of the 
book are Esmond B. Gardner, second vice 
president of the bank, and C. Jerome Weber, 
the bank’s trust administrator, both of whom 
are members of the New York bar. 

The book discusses actuarial factors, op- 
erating costs and methods of administration 
and reviews deferred compensation plans of 
the bonus or profit-sharing type. The book 
tells how a pension plan may be financed by 
investment in annuity contracts or in securi- 
ties and the differences between these meth- 
ods, 


Utility Accounting Publications 


Recently announced publications of the 
National Association of Railroads and Utili- 
ties Commissioners include ‘Depreciation 
Principles and Methods,” “Uniform Systems 
of Accounts for Electric, Gas and Water Util- 
ities,” and ‘Retirement Units for Electric, Gas 
and Water Utilities.” They are available 
from the State Law Reporting Company, AI- 
bany, N. Y. 


Debt Nears 200 Billions 


The first quarter of the Government’s 1944 
fiscal year ended September 30 with war ex- 
penditures for the period well above $20,- 
000,000,000 and the public debt standing at 
more than $161,000,000,000. War spending 
for the same quarter of last year was only a 
little more than $14,000,000,000 and the pub- 
lic debt at the end of September, 1942, was a 
little over $90,000,000,000. 

At the present rate of spending, the United 
Press states, the national debt will exceed 
$200,000,000,000 this year—well over $1,500 


for every man, woman and child in the nation. 

Whereas war expenditures are about one- 
third greater than a year ago, Government 
revenue receipts for the quarter will be about 
two and one-half times those for the same 
period of 1943. Receipts this year will be 
about $10,000,000,000, while a year ago the 
Government had collected a little less than 
$4,000,000,000. 


Congressional Plans for Postwar 


A four-way approach to planning for the 
return to a civilian economy, on the part of 
Congress, was recently reported by Senator 
Walter F. George, Chairman of the Senate 
Finance Committee. The subjects investi- 
gated during summer recess were: 


1. A study, by the Brookings Institution, of 
legislation restricting free enterprise of 
private industry as well as an estimate of 
the amount of Federal aid that private in- 
dustry must have for postwar conversion. 

2. Highway construction and reclamation of 
arid western lands to provide new fron- 
tiers, being investigated by Senator Hay- 
den of New Mexico. 

3. Housing needs on a long range basis de- 
signed to eliminate slums as well as im- 
prove rural standards of living, being 
studied by Senator Taft of Ohio. 

4. Effect of monopolies on free competition, 
being studied by Senator O'Mahoney of 
Wyoming. 


“A Useful Report” 


The Summer issue of the Harvard Business 
School Alumni Bulletin adds another compli- 
ment to the many already received by ‘“War- 
time Planning To Meet Postwar Problems,” 
published in 1942 by The Controllers Institute 
of America. Calling it ‘‘a useful report,” the 
reviewer points out that it “constitutes an ef- 
fort (1) to make an appraisal of what post- 
war conditions will be; (2) to determine what 
the problems of controllers in that era will be; 
and (3) to suggest steps—many of which 
should be taken currently—-to minimize the im- 
pact of changed conditions which may be en- 
countered later. The Controllers Institute has 
working committees on a number of phases 
of postwar planning and their literature gives 
a representative cross section of financial plan- 
ning and control as they are affected by post- 
war problems.” 


Worker Replacement Cost 


It costs $27.16 on an average when a com- 
pany loses a worker and has to hire a re- 
placement, a Chicago study indicates, accord- 
ing to “Commerce.” This figure makes no 
allowance for training costs, merely for ad- 
vertising, interviewing, medical examinations, 
personnel records and induction. In addition, 
the average company in this area spends more 
than $50 annually per employee for training, 
medical counseling, insurance, employee morale 
activities, and related items. 








Letters from Controllers 








REGARDS CONVENTION 
TREMENDOUS SUCCESS 


ARTHUR R. TUCKER 
Managing Director: 

The Twelfth Annual Convention of The 
Controllers Institute of America was a tre- 
mendous success. I am very glad I was 
privileged to attend this meeting. The con- 
tacts, conferences, and speeches were very 
valuable to me. All of us are too busy these 
days to be away from our jobs, but it would 
be a mistake to miss a Controllers Annual 
Meeting. 

With best wishes to you and your co- 
workers for a job well done. 

W. Brooks GEORGE 
Latus & Brother Company, Inc. 
Richmond, Virginia 


INDUSTRY CONFERENCES 
DISTINCTLY WORTH WHILE 


ARTHUR R. TUCKER 
Managing Director: 

I enjoyed every minute spent at the 
Twelfth Annual Meeting of the Controllers 
Institute of America. Regarding the Radio, 
Electrical and Allied Industries Monday eve- 
ning conference, I feel that this was one of 
the particularly worthwhile activities. Fifty- 
three dinners were served and, in addition, 
there were eight or ten people who came to 
listen to the papers and the discussion. 


All of the major radio companies were 
represented and I understand that likewise 
all of the major electrical companies were 
represented at this meeting. The papers by 
the speakers were carefully prepared and 
well received and for about an hour ques- 
tions from the floor came in rapid succession. 
During the dinner each member was asked 
to stand and give his name and the company 
which he represented and after the meeting, 
those in attendance made use of the occasion 
to become better acquainted by talking to 
each other in small groups for about twenty 
minutes. 

I feel that this conference was distinctly 
worth while and would suggest that similar 
conferences be included in the program for 
future annual meetings. 

J. S. LEARoyD 
Sylvania Electric Products, Inc. 
Salem, Massachusetts 


COMPLIMENTS ON 
ANNUAL MEETING 


ARTHUR R. TUCKER 
Managing Director: 

I should like to add my compliments to 
the many which you, no doubt, have already 
received upon the successful manner in 
which the Headquarters staff conducted the 
annual convention. 

JosePH U. DIEHL 

Pennsylvania Water & Power Corporation 

Baltimore, Maryland 
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POSTWAR TAX SYSTEM 
(Continued from page 472) 








of business activity and lower tax rates 
than with moderate business activity 
and high rates. Perhaps neither corpo- 
rate nor individual rates can ever be 
brought down to prewar levels. Con- 
gress might well experiment, however, 
with rates much reduced from present 
heights. More important, perhaps, 
would be executive and legislative as- 
surance that we are no longer involved 
in a spiral of increasing taxes and of ad- 
ministrative provisions of increasing 
severity; that business can plan on the 
basis of rates and provisions established 
for a reasonable term of years. 

I have not attempted to discuss the 
changes which need to be made in the 
individual tax structure. One which is 
pertinent to this discussion is the for- 
mulation of credit provisions and tax 
provisions which will enable and en- 
courage individuals to save, to provide 
for their own security, and incidentally 
for that flow of new capital which an 
expanding economy will require. ‘High 
surtaxes and high estate tax rates have 
made the accumulation of an estate of 
any size almost impossible. It is still 
important to our economy that citizens 
be encouraged to carry their own insur- 
ance and to build up their own savings 
funds that during their lives will pro- 
vide life-blood for business, and after 
their deaths will take care of their de- 
pendents. This is certainly one of the 
freedoms that we are fighting for. 

It is fortunate that legislators and 
laymen alike recognize the leading role 
the tax system plays, not only in drain- 
ing our pocketbooks, but in regulating 
day-by-day transactions in business and 
family life. But as taxes may veto trans- 
actions and destroy incentive, they can 
also be used to foster the business activ- 
ity we desire. To impose them intelli- 
gently to this end is the’ great problem 
of the postwar decade. 





POSTWAR RESERVES 








(Continued from page 478) | 





should last for five or ten years, it is quite 
probable that unwarranted reserves might 
be accumulated. However, the recapture 
provision, plus the bond-funding require- 
ment; minimizes the importance of such 
a limitation and, furthermore, it is not 
likely that within the years 1943 and 1944 
excessive reserves will be accumulated. 
Why not wait, then, until such a limita- 


tion really becomes a factor in the broad 
picture and insert an appropriate over-all 
limitation if it then seems desirable? By 
that time, too, industry will be in a better 
position to know what it will require, 
more study will have been given to the 
various possibilities, and we shall be in a 
better position to develop proper limita- 
tions. 

While the plan suggested will 
strengthen the position of taxpayers and 
business generally, it is by no means a 
one-sided proposition. It presents distinct 
advantages from the government's point 
of view as well. To begin with, the re- 
quirement that the reserves be funded 
through government bonds will make 
more cash available to the government 
than under the existing method, because 
100 per cent. of the reserve will go to 
the government for the bonds, whereas it 
now gets only from 25 to 90 per cent., ac- 
cording to the applicable tax rate. The 
assurance to business that it is to be per- 
mitted to accumulate funds to meet the 
tough time it will face when the war ends, 
will remove a source of uncertainty and 
doubt that I am sure is, in some cases, 
hampering the war effort. 

While no one can say so with certainty, 
it is quite likely that the over-all tax col- 
lections of the Treasury will not be de- 
creased. The use of the reserves will put 
business in a strong position to carry on, 
actively and profitably, after the war and 
continue as taxpayers, which they would 
cease to be if they had to close up shop. 
It will not add to whatever tax deductions 
may result from carry-backs of losses and 
unused credits. On the contrary, it will 
tend to reduce such carry-backs or unused 
credits, as it is intended, of course, that 
these postwar expenditures, which are 
recognized as such, will be chargeable 
against the reserve and be not deductible 
in the year in which expended. Hence, 
the losses or unused credits to be carried 
back will be minimized, thus lessening 
the danger of the Treasury being required 
to make substantial refunds of taxes col- 
lected and spent; and, finally, the 
strengthened position of industry will per- 
mit it to put to greater use the govern- 
ment-owned facilities which will become 
available when the war is over, which, in 
turn, should permit the government to 
realize more from those facilities when it 
disposes of them. 

Not only will government and industry 
benefit, but the people of the nation will 
also be benefited, because strong, active 
industry will minimize unemployment and 
the hardships that are likely to result 
from war and its dislocations. This car- 
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ries us right around the circle and back to 
where we started, for if industry is not 
in position to do that, government will do 
it. Why not let it be done in the American 
way through active, profitable, industrial 
activity and employment rather than de- 
pression, unemployment, government 
doles, work relief, farm relief, and a jum- 
ble of alphabetical agencies! 





SECTION 710C CLAIMS 
(Continued from page 480) 











claim, we do not believe that the claim it- 
self requires any special treatment on the 
Financial Statement.” 


From a Middlewestern Company: 

“Any claim for refund for the year 1943, 
based on a ‘carry-back’ to the years 1941 
and 1942, should not be shown in the cor- 
poration income account for the year 1943, 
Furthermore, unless the amount of the claim 
is substantial, I would not think that any 
necessity exists for referring to it in a foot- 
note to the income account of the corpora- 
tion, 

“If and when the claim has been allowed 
and if the amount is substantial, I would 
recommend referring to it in a footnote dur- 
ing that year unless, of course, the claim is 
paid within that year. 

“When and as the claim is paid, I would 
credit the amount to surplus unless the 
amount is so inconsequential that it will not 
distort the current income account. If it is 
inconsequential, I would credit it to tax 
expense account in the income account.” 


A member of the Committee on the Pa- 
cific Coast presents three alternative solu- 
tions, depending upon the facts. These 
are as follows: 


“We have in mind three different situ- 
ations and would suggest handling accord- 
ing to the following outline: 

“The first situation is where the credit 
available to be carried back into the years 
1941 and 1942 was not large and the amount 
of the adjustment was likewise not large. In 
that case, the amount of the claim should 
be entered as an accounts receivable against 
the government and a credit be handled 
through the profit and loss during the year. 

“The second situation is where the amount 
of the carry-back and, therefore, the amount 
of the adjustment, was substantial but where 
the former tax returns of the company had 
been audited and approved. In this case 
the item should receive the same treatment 
as suggested above. That is, enter the 
amount of the claim as an accounts receiv- 
able against the government and clear the 
credit through profit and loss in the current 
year. 

“As a third situation, there may be a 
substantial amount in the carryback and, 
therefore, a substantial amount involved in 
taxes. If the tax returns of the company 
had not been audited for recent years, and, 
therefore, Excess Profits Tax credits had not 
been approved by the Treasury Department, 
the item should be handled as a footnote 
on the balance sheet rather than cleared 
through profit and loss in the current year.” 
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THIS ISN’T NECESSARY 





"I thought The Skipper would be an asset 
to our accounting department, but all he's 
done is tell us our latitude and longitude!" 
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You can RENT e All at sea, gentlemen? No need to be. Even if your 


priority will not permit you to buy Comptometer calculat- 





ing machines these days, you can rent them for limited 


Comptometer periods of time. 


Equipment! ¢ For details on this important and economical service, 


call your local Comptometer Co. representative. Call him 
now! The Comptometer is made only by the Felt & Tarrant 
Manufacturing Co., 1734 N. Paulina Street, Chicago, Il. 
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Why Postwar Planning? 


For several years now, we have had 
an organization in Washington called 
the National Resources Planning 
Board, making exhaustive studies on 
the subject of postwar planning. A 
large number of pamphlets have been 
published, and in January of this year, 
a comprehensive pamphlet was made 
available, giving findings and recom- 
mendations. On the whole, these find- 
ings and recommendations may be 
called ephemeral and abstract. In the 
main, they discuss what the people of 
the world will need in order to have a 
better standard of living. This is not 
difficult to do. It is difficult, however, 
to say what people will desire badly 
enough to work for and what they will 
be able to get even if they are willing 
to work for it. 

There are hundreds of millions of 
Chinese in the world with an ex- 
tremely low standard of living. There 
is no doubt whatever but that the en- 
tire world economy would be im- 
proved if the standard of living of 
these Chinese were raised. There is 
some doubt as to whether a means can 
be found both to get the Chinese to 
work for this better standard of living 
and achieve it as the fruits of their 
labor. 

With all the criticism that may be 
levelled at England’s ‘Beveridge 
Plan” and America’s ‘Delano Plan,” 
it can be said in all fairness that these 
two plans represent the serious think- 
ing of the world and are not to be ig- 
nored. The world is entering upon a 
new science. It is a science of distribu- 
tion. For decades we have heard jest- 
ing criticism made of psychiatrists and 
their foolish efforts to psychoanalize 
the world’s neurotics. And yet, despite 
all this criticism, there has gradually 
evolved a psychiatry that really has its 
proper place in the medicine of today. 

In much the same way, we hear 
criticism of the social aims that the 
entire world is crying out for. These 
aims frighten those conservatives who, 
during their business lifetime, have 
thought in terms of high tariffs to 
protect a nation’s industries and a 
favorable balance of trade as the index 
of a nation’s prosperity. 

It has suddenly dawned on a war- 
weary world that the causes of wars 


By Jackson Martindell 


are largely economic. Whatever may be 
the outcome of this war, it is certain 
to bring about a more equal access of 
all peoples to the raw materials of the 
world, a greater freedom on the part 
of people to migrate from one part of 
the world to another, an international 
banking system that will permit all 
nations to be more equally buyers and 
sellers—all of which will gradually 
adjust the huge differential between 
the living standards of one people and 
another. 

In short, what we are witnessing to- 
day is a vast world revolution of both 
a national and sociological character. 
This began with the first world war, 
but then no postwar planning had been 
put in motion, and when President 
Wilson negotiated the peace at Ver- 
sailles, he brought forth a League of 
Nations which was destined to fail be- 
cause the world had not been suffici- 
ently prepared for it. 


All over the world today, there is. 


a human cry for control by the Golden 
Rule instead of the sword. There is a 
realization that economic freedom is 
just as necessary to break the bonds of 
slavery as political freedom. There is 
a realization that the high standard of 
living and the development of a real 
middle class in the United States can 
to some degree or another be carried 
to all quarters of the world for the 
mutual benefit of all peoples. 


UNEMPLOYMENT’S CAUSE 


Between the first and second world 
wars, this land of ours witnessed a 
tremendous unemployment problem. 
It is now apparent as to what were the 
general causes. In 1929, 45 per cent 
of our national income went to one- 
tenth of the nation’s people. There 


was too rapid increment of savings, 
and too small a general increase in 
purchasing power. Just as increasing 
the earnings of the average man will 
increase purchasing power in_ this 
country, it will do the same things in 
other countries. This is a gospel which 
we have already learned, but which 
we must spread to the rest of the 
world. 

There are those who will query, 
“Why put such stress on the social 
aspects of postwar planning?” This is 
because there will be no shortage of 
productive facilities. There will be no 
shortage of labor to produce. It is the 
distribution system, the question of 
marketing, and international market- 
ing at that, which poses the real post- 
war problem. I could regale you with 
tales of all the new, marvelous prod- 
ucts that can and will be produced. 
We will have plastic houses, water- 
proof fabrics, laminated wood prod- 
ucts of low cost and great strength, 
glass that will bend, and innumerable 
scientific instruments of a quality and 
character unheard of before this war 
commenced. 

Yet, we had a vast storehouse of 
possible new products as long ago as 
1936. We had the productive facilities, 
the labor, and all those things neces- 
sary to produce a prosperous world, 
except a good international distributive 
system. This distributive system that 
we will need will necessitate new in- 
ternational policies as regards raw ma- 
terials, international financing, and so- 
cial conditions. 

Let us take the people of China as 
an example of what has been and can 
be. For decades, the people of this 
great country have been exploited in 
a manner undreamed of and unknown 
by the average man. If I gave you 





POSTWAR NEED NO. 1 | 


Profits are the tools of production, and at the war’s end we 
will require the greatest need for capital ever known, Mr. Mar- 
tindell, President of Fiduciary Counsel, Inc., New York, states 
in this summary of postwar planning requirements. This article 
is based on a paper presented before the Tri-Control Conference 
of Controllers on May 5, 1943 in Rochester, New York. 


—THE EDITOR 
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some of the examples by which mighty 
nations of the world conspired with 
controlling merchants in China to sell 
cheap products at high prices and ex- 
clude competitors, it would cause an 
international incident. When this war 
ends, these methods and these people 
will be swept aside. Their financial 
power in China has already been de- 
stroyed, and henceforth China is go- 
ing to a free market and a prosperous 
market for those who will help China 
as well as help themselves. 


ECONOMIC DISPARITIES 


I have just returned from a trip 
through, South America, and it is 
astounding to see today, with the new 
eyes that any forward looking person 
must have, the great disparity between 
the various classes of people in these 
South American countries. About one 
per cent of the inhabitants of South 
America have either substantial or 
great wealth, and the other 99 per cent 
live in the most abject circumstances as 
regards health, education, and _pur- 
chasing power. 

What market can the forty million 
people of Brazil possibly offer to the 
world when twenty-five million of 
these people are not a part of the na- 
tion’s economic trade in any fashion 
whatever, and most of the balance live 
in the shadow of a poverty based on 
an income of less than 50 cents a day? 

With all the planning that may be 
done today, it must, by the very nature 
of things, be largely ephemeral and ab- 
stract. How can one prepare in con- 
crete fashion for the end of the war 
when no man living can tell with any 
degree of accuracy when the war will 
end? There are many people of great 
judgment and discernment who visual- 
ize a war of from twenty-five to fifty 
years, with depopulation solving the 
problem of crowded areas, rather than 
migration. The most conservatively 
formed opinions give us little chance 
of possibly ending the Japanese end of 
our conflict favorably prior to 1946. 

If the war should last this long, 
what will our financial situation be? 
Before the war, when taxes took only 
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10 per cent of corporate profits, cor- 
porations usually gave 45 per cent to 
the stockholders and 45 per cent of 
profits was set aside as the tools of 
future production. 

When the war ends, there will be 
the greatest need for these tools we 
have ever known. Our vast plants that 
are producing powder and shells today 
could conveniently be changed to pro- 
duce rayon and cellulose acetate plas- 
tics. But this changover would require 
large amounts of capital. Where will 
the corporations get capital? It is now 
going into taxes and being expended 
for war purposes. Unless the business 
structure is much better supplied with 
liquid reserves than it is today, the end 
of the war will produce little oppor- 
tunity for business to change over to 
peacetime production, no matter how 
great the demand for consumers goods. 

If business cannot do this financing 
job, can the government do it? For a 
great many years now, we have been 
running the government on deficits. In 
the last few years, these deficits have 
increased enormously, as might be ex- 
pected under war conditions. In 1941, 
the deficit was five billion, in 1942 
twenty billion, in 1943 close to sixty 
billion, and in 1944 it will be closer 
to seventy billion, based on govern- 
ment estimates. 

What postwar ultimate effect will 
this huge deficit financing have on the 
price structure, even if the war ended 
tomorrow? Will prices be twice as 
high, three times as high, or four 
times as high as they were before the 
war started ? 

If we have a bonded indebtedness as 
high as three hundred billion, which 
we must logically expect, then the in- 
terest on this would most certainly ex- 
ceed the total net government receipts 
for the fiscal year ended June 30, 
1941, when they were $7,607,000. 
Then, if the government continues 
civil and military expenses, as high as 
fifteen billion dollars annually, we will 
have total annual government expendi- 
tures of over twenty billion dollars. In 
view of these long-term needs, to what 
extent could the government possibly 
make a sound credit available to 
business concerns in order to provide 
them with the means of converting 
their machinery to peacetime produc- 
tion ? 

How can each individual and busi- 
ness prepare to meet the contingencies 
that are bound to arise? It behooves 
each man and each business to keep 
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Is Your “‘Controller’’ Late? 


If your copy of THE CONTROLLER ar- 
rives late, please bear in mind that fre- 
quent, unforeseen delays are part of the 
wartime transportation system. THE Con- 
TROLLER is printed and mailed on a 
schedule that should reach all subscribers 
within the United States during the first 
week of the month. It shall be our hope 
that this schedule can be met for the large 
majority, if not all, of our issues “for the 
duration.” —THE Epirors. 











abreast of the trends. Each business 
must make sure that it has assets sound 
in character and possessing postwar 
potentialities. Now, of all times, there 
is a crying need for a reasonable de- 
gree of liquidity because my studies 
convinced me beyond any question of 
doubt that the great majority of com- 
panies today are in poor financial con- 
dition and are actually financing them- 
selves on the tax monies owed to the 
government but not yet paid. That part 
of each business which has suffered 
most in recent years is the sales de- 
partment, since there has been less 
need for sales ability. It is here that 
each business must mend its fences. 

It is not the end of the war that 
business should plan for, but rather a 
return to production of peacetime and 
consumable goods. It is my belief that 
this war is not going to end suddenly. 
Our war output is going to gradually 
diminish, while the production of 
other things gradually increases. I can 
visualize the production of large num- 
bers of refrigerators, delivery trucks, 
and all kinds of merchandise that will 
be made available in increasing num- 
bers in the United States during the 
coming year. These things will also be 
made for export to South American 
markets. This will be done because it 
has to be done. The human cry in 
South America for goods is too great 
to be ignored, so business organiza- 
tions had better get busy right now, 
looking into and thinking about this 
market. 


Cost Accounting Principles 


The need for a statement of the principles 
underlying cost accounting is stressed by Mr. 
Robert L. Dixon, C.P.A. and member of the 
accounting faculty of the University of Michi- 
gan, in the July issue of “The Accounting Re- 
view.” Declaring that cost accounting ‘‘by its 
very nature tends to be nonuniform as among 
the many business enterprises,’ Mr. Dixon says 
that recent developments such as cost-plus-fixed- 
fee contracts and the need for accurate costs 
knowledge for renegotiation proceedings, make 
it necessary that “some degree of uniformity, 
at least as to governing principles, be sought.’ 
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Controllership moved onward to new 
heights of recognition and achievement 
during the three days beginning Septem- 
ber 20, 1943, on the occasion of the 
Twelfth Annual Meeting of The Con- 
trollers Institute of America in the Wal- 
dorf-Astoria Hotel, New York City. 
More than 1,400 members of The Insti- 
tute and guest visitors were registered 
for the sessions, which began on Mon- 
day morning and continued with daily 
afternoon and evening sessions until the 
close late Wednesday afternoon, 

Among the many highlights of the 
general program were the election of 
Mr. John C. Naylor, Vice President and 
Comptroller of Pet Milk Company of 
St. Louis, as President of The Institute 
for the coming year; the inauguration 
of special conferences of controllers 
along industry lines, with fifteen specific 
fields being represented ; and the expan- 
sion of the previously well received 
Group Conferences to a total of eight, 
each analyzing a current problem facing 
controllers and financial officers. 

The opening session on Monday, fol- 
lowing the annual business meeting of 
The Institute, was devoted to ““What Is 
Ahead in Social Security?”, under the 
chairmanship of Mr. J. C. Anderson, 
Assistant Controller, Standard Oil Com- 
pany (New Jersey) of New York and 
Chairman of The Institute’s Committee 
on Social Security Procedure. Two pa- 
pers were presented, the first by Mr. 
Paul A. Raushenbush, Director of the 
Unemployment Compensation Depart- 
ment, Industrial Commission of Wis- 
consin, answering the question: “Em- 
ployment Security—Whose Responsibil- 
ity?” 

“This country now has a cooperative fed- 
eral-state system of unemployment compensa- 
tion” Mr. Raushenbush said, ‘which leaves 
wide discretion to the several states as to the 
substance and administration of their laws. 
.... If the national government were to 
succeed in taking over the entire field of social 
security, a tremendous stride would have been 
taken toward centralized control over the 
daily lives of most citizens. _ 

“National action might possibly level down 
as well as up, and the more liberal states could 
no longer furnish the spearheads of legislative 
advance which have improved our present 


system. National action would put an end 
to state pioneering and experimenting, and it 





Controllership Reaches New Peak 
at Twelfth Annual Meeting 


By Paul Haase 


might even lack the relative stability of state 
laws in periods of national economic or polit- 
ical upheaval. Used as a'shortcut, national- 
ization might some day result in cutting short 
the program or in its conversion into a mere 
‘relief’ system.” 


After Mr. Raushenbush had con- 
cluded, Mr. James L. Wick analyzed na- 
tional trends in his ‘address, “The Cry 
for Security,” in which he said that the 
promises of full postwar employment 
are “the seductive label on a new drug 
preparation about to be offered to the 
American people. 


“But inquiry develops” Mr. Wick stated 
“that the two ingredients out of which full 
employment is to be manufactured are deficit- 
spending and government management of 
business. The formula adds that they must 
be processed from a central plant, the White 
House, and the price to be paid consists of 
putting the means of living of 130,000,000 
citizens at the mercy of the White House oc- 
cupant. It involves so much centralization of 
power that the President’s character, temper- 
ament, ability and economic inclinations will 
become the principal determinant of the pros- 
perity, liberty and future direction of the en- 
tire nation. 

“The issue here is far bigger than the purity 
of one party or the wickedness of the other. 
The fundamental question is, do the American 
people want a dictatorship in the name of 
‘full employment,’ or a political climate favor- 
able to private enterprise, new investment and 
expansion?” 


Following Monday’s luncheon, at which 
Mr. Stanley High, Roving Editor of 
“Readers Digest” presented a strong 
case for the preservation of the demo- 
cratic way of life, the delegates reas- 
sembled to hear a series of papers on 
contract renegotiation and termination 
problems, presented by four speakers 
under the chairmanship of Mr. Roscoe 
Seybold, Vice-President. and Controller 
of Westinghouse Electric and Manufac- 
turing Company, Pittsburgh. 

This war contracts session was pref- 
aced by the address of The Institute’s 
retiring President, Mr. T. C. McCobb, 
Controller of Standard Oil Company 
(New Jersey), which was published in 
full in THE CONTROLLER for October. 

Four papers on war contract problems 
were presented on Monday afternoon. Mr. 
Paul E. Shorb of Covington, Burling, 
Rublee, Acheson & Robb spoke on rene- 
gotiation; Mr. Clarence L. Collens on ter- 
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mination. Besides Mr. Shorb and Mr, 
Collens, the delegates heard Mr. James 
Y. Scott, President of Van Norman Ma- 
chine Tool Company, Springfield, Massa- 
chusetts, discuss “‘Renegotiation Prob. 
lems of the Machine Tool Industry.” 


“Taxes are based on a mathematical for- 
mula,” Mr. Scott said, “but under renegoti- 
ation the additional amount to be returned 
to the government is purely and solely a 
matter of the judgment of the Price Adjust- 
ment Boards. In short, renegotiation is a 
matter of taxation by men, rather than tax- 
ation by law. No matter how sincere the 
men administering the law may be, it places 
in their hands the power to pronounce a 
sentence of life or death over a company or 
an industry. This is not the kind of law 
which we should have in a democracy. 

“Therefore the machine tool industry is 
now urging upon Congress an amendment to 
the renegotiation law. In amending the law, 
the following principles are suggested: 


“1, Renegotiation on the basis of profits be- 
fore taxes should be abandoned. Agree- 
ments should be made wholly in the light 
of profits after taxes. Any other approach 
brings disagreement and demands that are 
inequitable and unjust. 

“2. The extent to which a company’s product 
is expendable in the war effort should be 
taken into consideration in determining 
the amount of the company’s earnings to 
be recovered by the government through 
renegotiation. In short, due allowance 
should be made for the peace-time use 
inherent in the equipment after the na- 
tion’s war needs have been met. 

“3. Companies which have saturated their 
postwar markets by reason of their war- 
time production should be permitted to 
retain out of their earnings the reserves 
necessary to maintain their service to the 
industries dependent upon machines al- 
ready installed; to finance the engineering 
research that leads to new developments, 
and to finance those developments through 
the stages of experiment to production 
and use. Only by this means can Ameri- 
can machine tool builders maintain em- 
ployment and restore their market posi- 
tion in the postwar period.” 


Mr. Dundas Peacock, Controller, EI- 
liott Company, Jeannette, Pennsylvania, 
then brought out the “Accounting Prob- 
lems in Connection with Government 
Contract Termination.” Four important 
points brought out by Mr. Peacock 
were: 

1. Uniform regulations are essential. Gov- 
ernment procurement and other depart- 
ments should cooperate with the War De- 
partment to write those regulations and 
thereby avoid duplicating work already 
done. 
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2. Industry should approach cautiously fi- 
nancing plans which could result in delay- 
ing settlements or might be so generous 
that dishonest persons could obtain funds 
to which they are not entitled, thereby giv- 
ing rise to unfavorable publicity. 

3. The War Department has done a com- 
mendable job in writing Procurement Reg- 
ulations No. 15. A few changes will have 
to be made, among the most important of 
which are: 

(a) Relieving the contractor of the bur- 
densome responsibility verification 
of claims of subcontractors. 

(b) Discontinue confusing terminations 
and renegotiation. 

4, Provision should be made for reasonably 
prompt removal of materials acquired for 
terminated contracts from the contractor’s 
plant so as to aid him in the transition to 
peace production. 


Sixteen special conferences were held 
on Monday evening, under the general 
Chairmanship of Mr. George R. Rankin, 
Controller, Artloom Corporation, Phila- 
delphia. A special program on “The 
National Debt,” for delegates not at- 
tending the industry conferences, fea- 
tured an address by Dr. O. Glenn. 
Saxon, President, Pennsylvania Econ- 
omy League, on the subject, ‘Methods 
of Handling a National Debt of $300 
Billion.” This conference was arranged 
by and was under the chairmanship of 
Mr. Arthur S. Pouchot, Comptroller, 
Lee Rubber and Tire Corporation, Con- 
shohocken, Pennsylvania. 

The industry conferences, and the 
chairmen in charge, follow: Automo- 
biles and Aircraft, Mr. Dudley E. 
Browne, Chairman; Banking and In- 
vestment, Mr. Cecil W. Borton, Chair- 
man; Chemicals, Mr. Daniel M. Shee- 
han, Chairman; Foods and Allied 
Products, Mr. Marvin W. Kimbro, 
Chairman; Hotels and Restaurants, Mr. 
Humphrey Lloyd, Chairman; Insurance, 
Mr. E. M. Karrmann, Chairman; Iron 
and Steel, Mr. Pearce F. Boyer, Chair- 
man; Machine Tools, Mr. J. A. Mc- 
Bride, Jr., Chairman; Paper and Paper 
Products, Mr. W. M. Carney, Chairman; 
Petroleum, Mr. Wesley Cunningham, 
Chairman; Public Utilities, Mr. Ray- 
mond P. Kaesshaefer, Chairman; Pub- 
lishers, Mr. Henry Z. Walck, Chairman; 
Radio, Electrical and Allied Industries, 
Mr. John S. Learoyd, Jr., and Mr. 
Thomas L. Evans, Co-Chairmen; Tex- 
tiles, Mr. Paul E. Crocker, Chairman; 
Transportation, Mr. George L. Horst, 
Chairman. 

Eight Group Conferences, under the 
general chairmanship of Mr. Roy S. 
Holden, Assistant Controller, Common- 
wealth Edison Company, Chicago, fea- 
tured the Tuesday morning schedule. 
They included: Financial Reports for 
Stockholders and Employes, Mr. Allen 
U. Hunt, Chairman; Pension Plans, Mr. 


Charles B. Lunsford, Chairman; Ration 
Accounting, Mr. Thomas W. Bryant, 
Chairman; Federal Reports and Ques- 
tionnaires, Mr. E. Chester Peet, Chair- 
man; Manpower Problems, Mr. Wil- 
liam L. Naylor, Chairman; Controlled 
Materials Plan, Mr. Walter B. Gerould, 
Chairman; The Problem of Reserves 
Under Present Operating Conditions, 
Mr. E. E. McConnell, Chairman; Wage 
and Salary Stabilization, Mr. Charles A. 
Packard, Chairman. 

Mr. A. H. Sypher, Assistant Manag- 
ing Editor, ‘‘Nation’s Business,” spoke 
on ‘Postwar Problems of American In- 
dustry” at Tuesday’s luncheon session, 
sounding the keynote for analysis later 
that afternoon of current phases of post- 
war controllership problems, which was 
under the chairmanship of Mr. L. D. 
McDonald, Vice-President, Warner & 
Swasey Company, Cleveland. The pa- 
pers presented by Mr. John Airey, Presi- 
dent, King-Seeley Corporation, Ann 
Arbor, Michigan, and Mr. Wallace T. 
Montague, Vice-President, Norton Com- 
pany, Worcester, Massachusetts, will 
appear in the December issue of “The 
Controller.” 


SEC ADMINISTRATION 


Preceding the postwar discussions, the 
Tuesday afternoon program offered con- 
sideration of the administration of the 
Securities and Exchange Acts. Speakers 
at the session were Mr. Stanley W. Duhig, 
Treasurer, Shell Union Oil Corporation, 
New York, and Mr. Harold F. McGuire, 
Attorney, Wickes, Riddell, Bloomer, Ja- 
cobi and McGuire, New York. 


“Our experience over the past ten years 
with the securities laws and their administra- 
tion,” Mr. McGuire declared, “has disclosed 
definite defects which would call for change 
even if we were not faced with the unique 
and paramount problem of the war and the 
peace. These defects do not lie primarily in 
the broad purposes of the legislation, but in 
the efficiency of the machinery, both statutory 
and administrative, for carrying them out. 
Changes should be made for the following 
reasons: 


“1. To help industry and its executives de- 
vote their maximum energies to the war 
effort and to the enormous problems of 
the postwar period, and to obviate the 
necessity for spending those energies on 
relatively unessential matters. 

“2. To promote the team effort and coopera- 
tive spirit so vital to prosecution of the 
war effort, and to the preservation, de- 
velopment and improvement of a healthy 
and efficient free enterprise system in the 
future, 

“3. To facilitate the flow of private funds 
into such enterprise on an honest but effi- 
cient basis, particularly in the postwar 
period. 

“4, To facilitate the operation of liquid, hon- 
est and efficient securities markets, so in- 
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dispensable to the proper functioning of a 
free enterprise system based on private 
capital.” 

The Twelfth Annual Dinner of The 
Institute, on Tuesday evening, was the 
highlight of the entire three days. With 
President T. C. McCobb as toastmaster, 
the program featured two notable ad. 
dresses, by Honorable Albert W. 
Hawkes, United States Senator from 
New Jersey, and Sir Gerald Campbell, 
Minister, British Embassy, Washington, 
D.C. The newly-elected officers of The 
Institute and a number of high officers 
of leading business concerns were guests 
at this dinner. 

Sir Gerald, in his observations on 
“Public Opinion and Postwar Settle- 
ment,” asked: 

“Is there any point in trying to educate pub- 
lic opinion in our two countries? 

“Yes,” he continued, “because we have 
much and must therefore learn to give if we 
are going to keep what we most want to keep 
—the lives of our sons and daughters. It just 
does not make sense that our young men 
and women should not feel sufficiently secure 
because they happen to live in a country—any 
country—which does not give a hoot for 
them until the next siren sounds and danger 
is again upon us.” 

Taxation now and after the war was 
the subject for consideration during the 
morning, noon and afternoon sessions 
on Wednesday. Those participating, and 
their subjects, included: 

Morning—Mr. Roswell Magill, Part- 
ner; Carvath, de Gersdorff, Swain & 
Wood, New York, who forecast “The 
Postwar Federal Tax System’; Messrs. 
A. B. Chapman, Partner; Alvord & Al- 
vord, Washington, D. C., and Virgil P. 
Ettinger, Tax Consultant, New York 
City, who analyzed “Section 722: Princi- 
pal Difficulties.” 

Noon—Dr. Paul W. Ellis, Financial 
Economist, National Industrial Confer- 
ence Board. Subject: “Federal Tax Policy 
in Relation to Corporate Security.” 

Afternoon—Messrs. Harry C. Gretz, 
Assistant Comptroller, American Tele- 
phone & Telegraph Company, New 
York City, and W. L. Hearne, Tax Su- 
pervisor, United States Steel Corpora- 
tion, New York City, on “Withholding 
Tax,” followed by Messrs. Lewis C. 
Perkinson, Assistant Treasurer & Con- 
troller, American Cynamid Company, 
New York City and Warren M. Maule, 
Secretary & Treasurer, Petroleum Fi- 
nance Corporation of Texas, New York 
City, on “What’s Wrong with Federal 
Taxes ?”” Mr. Walter A. Cooper, Partner; 
Peat, Marwick, Mitchell & Co., New 
York City, concluded the program with 
“A Plan for the Deduction of Postwar 
Reserves,” published in this issue. 
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==—— Montgomery’s new 
}ederal Taxes on 


CORPORATIONS 


1943-44 


“The Corporation Tax Man’s 


Own Working Manual”’’ 


HIS is the tax manual which, 
year by year, corporation tax 
men everywhere keep by them and 
work from as specific problems 
come up. 
Entirely on corporation taxes, it 
stresses those features and diffi- 


| 22nd Year of 
Publication 








culties of tax law that are important 

to corporate taxpayers. It brings you up 
to date, for easy checking, on the way the 
law is applied this year. A tremendous 
time-saver, it enables you to get what you 
want without endless reading which you 
want to and can avoid. 


Reduces Your Tax Job to 
Manageable Proportions 


Federal Taxes on Corporations follows 
the now widely known Montgomery 
method of tax guidance. You get in- 
stantly, and in one place, the question at 
issue; the law; the regulations and rul- 
ings; the leading cases that apply—to- 
gether with specific advice. You have 
guidance especially in those situations 
where, even if you have all the factual in- 
formation, to know what to do you still 
feel the need of supporting judgment from 
tax specialists who have had experience 
with the law. 

This particular kind of help sets the 
Montgomery manual apart from all 
other aids and references. It is the 
outstandingly important thing with 
which to provide yourself this year, 
when the problem is not a new law, but 
the important changes a year’s experi- 
ence has made in application of the last 
one. 

In handling current operations, use of 
this book gives a viewpoint that is funda- 
mental to interpreting your company’s tax 
position and determining its tax strategy. 
Here is help to develop your approach on 
the whole range of your corporation tax 
work—from getting Jeads in deciding how 
to go at individual problems, to final 
check to make sure you have overlooked 
no vital angles. 


Everything in one compactly organized two-book unit... .. . 


Clarifies This Year’s Viewpoint 
on Specific Tax Questions 


HE present law has been in operation 
for a year. Its application to corpo- 
rate problems—still in a formative stage 
a year ago—has been materially affected 
by new regulations, Treasury rulings, and 
court decisions. Some of these completely 
change interpretations earlier put upon the 
law. Items of particular concern—many 
of them already familiar to you—include: 
the question of relief under Sec. 722— 
how much to claim, and when to file; 
abnormalities of income; stock divi- 
dends; contributions to and status of 
pension and profit-sharing trusts—and 
many others. 

On these and countless similar prob- 
lems, Montgomery helps you make sure 
you have this year’s viewpoint in deci- 
sions you must make. 








Forged and tempered in many years’ ex- 
perience of a nationally known organiza- 
tion of accountants and lawyers who are 
dealing constantly with the tax problems 
of corporations, this guide helps you to 
bring outstanding professional interpreta- 
tion and foresight right down into the de- 
tails of the problem you want solved. 


Get Your Order in Now 


UT Montgomery’s FEDERAL TAXES 

on CorporaTIons 1943-44 to the test 
in your company ; see if you can’t accom- 
plish more with it in a few hours than you 
could without it in days of time. Ready in 
December, in ample time for your work on 
returns; get your order in now. 
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See also these other useful 


Books for Controllers 





Accountants’ Handbook 


W. A. Paton, Editor. Put yourself “years ahead” 
in accounting experience with this famous Hand- 
book of expert practice. For 20 years standard 
wherever accounts are used; now completely re- 
made, in this improved THIRD EDITION, to 
reflect, over entire range of commercial and fi- 
nancial accounting, the latest accepted principles, 
the last word in procedure. 

Nothing else like it. Complete in 26 big sections, 
covering not only working methods, records and 
systems, practical forms, internal check, etc., but 
executive controls, analytical methods, budgets, 
use of reports. Best opinion on all angles—law, 
finance, management, as well as accounting. 

Helps you display skill that is vital today—the 
kind of skill that wins recognition, advancement. 
Saves time and effort in making correct, on-the- 
job decisions; guides you toward prompt, practical 
handling of any situation, everyday or emergency. 

Board of 90 contributing and consulting editors 
give stamp of sea 4 authority. 50-page index. 
Flexible binding. $7.50 


Handbook of 
TABULAR PRESENTATION 


By Ray Ovid Hall. First book to meet the needs 
of accountants, financial officers, statisticians, 
economists, etc., who want to design tables to best 
set forth facts and conclusions. Provides working 
information on all the technical details the de- 
signer must know to direct the printer and typist. 
Practice problems, together with selected tables 
before and after improvement, facilitate user in de- 
veloping skill in good tabular presentation. $3.50. 


UDITING 
A 6th Edition 


By Robert H. Montgomery. The accepted Ameri- 
can standard on auditing. Presents what the pro- 
fession views as good accounting and auditing 
practice and procedure—its standards of correct- 
ness and adequacy; reflects developments in field, 
including work of committees of professional so- 
cieties. Author has endeavored to avoid unes- 
sentials, to make discussions understandable by 
financial officer as well as accountant. Through- 
out, he stresses auditor’s aim to disclose the truth 
and present the facts; duty to follow own best 
judgment with courage, independence. $6.00. 


Financial Policy of 
CORPORATIONS 


By Arthur Stone Dewing. Fourth Edition of this 
classic of finance, long an authority with corpora- 
tion officers, lawyers, bankers. Nothing else like 
it for those who must be conversant with changes 
taking place in financial policies and corporate 
practices. Points out present-day developments 
in reorganization, dividend usage, stockholders’ 
rights, expansion, and similar matters. Counsel, 
supporting notes, from conclusions of valuable 
analytical studies, special investigations, financial 
experience. 2 vols. $10.00. 
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Reviews of Recent Publications 








“Must” Reading on Terminations 


DETERMINING DAMAGES UPON CAN- 
CELLATION OF WAR CONTRACTS. Pub- 
lished by National Industrial Conference Board, 
Inc. New York. 

This report is most timely, for it is gen- 
erally considered that the attainment of the 
many postwar plans that are being made will, 
to a great extent, depend upon the rapid and 
equitable settlement of terminated war con- 
tracts. The report was prepared by Mr. Theo- 
dore W. Graske, co-author of an article on 
cancelled contract payment proposals in THE 
CONTROLLER for September, 1943. 

Section “A” of the Conference Board report 
deals with Federal Court rulings and laws 
pertaining to settlement of damages resulting 
from contracts that were canceled at the end 
of World War One. In the preface to this 
section, it is pointed out that “tens of thou- 
sands of businesses will be directly involved 
in the liquidation of perhaps 3,000,000 con- 
tracts which will have a value that may reach 
$75,000,000,000, or the total national income 
of a normal prewar year. Millions of workers 
will be directly affected.” It is also pointed out 
that “following World War One, many con- 
tractors who had . claims rejected .... 
on technical or other grounds, filed suits for 
relief . . . . and in most cases obtained judg- 
ments and received payments thereon.” 

The Section dealing with “Principles or Rul- 
ings—Actual Damages” contains quotations 
from many court rulings and demonstrates the 
equitable approach of the courts to determina- 
tion of damages upon cancellation. It is 
pointed out that “one of the basic rulings 
which has resulted from suits involving can- 
cellation of Government contracts is that the 
burden of proof rests upon the contractor.” To 
the reader of this section, it becomes very ap- 
parent that administrative rulings, regulations, 
and procedures must be evolved to enable 
prompt and equitable settlements to be made 
without the necessity of recourse to the courts, 
for such proceedings are lengthy and in- 
volved. 

Section “B” of the report deals with ex- 
isting and proposed cancellation clauses and 
discusses the formulae included in such 
clauses for guidance of contracting officers in 


determining the amount of the settlements. 
This section comprises a very comprehensive 
analysis of the clauses now used by the War 
Department, Navy Department, and the pro- 
posed uniform cancellation clause prepared 
by WPB Procurement Policy Board. 

Under the heading, “Special Cancellation 
Claims and Settlement Agreements,” such 
items as amortization, depreciation and ob- 
solescence, taxes, indirect costs, and nego- 
tiated settlements are dealt with. The intro- 
duction to this section points out that ‘‘while 
ordinarily the Comptroller General of the 
United States is responsible for settlement of 
all claims against the Government, the Attor- 
ney General rendered an opinion on August 
29, 1942 to the effect that under the provi- 
sions of the First War Powers Act, the Secre- 
tary of War may enter into supplemental agree- 
ments and change orders suspending or modi- 
fying the operation of existing contracts as 
yet incompleted. .... $e 

Since this report was written, the Comptrol- 
ler General has claimed that the assumption 
of the right by the Procurement Departments 
to settle finally claims arising out of termi- 
nated contracts is an unwarranted usurpation 
of the power of the Comptroller General. 

Only very abbreviated comments are made 
in this report relative to applicability of amor- 
tization, depreciation and obsolescence, taxes, 
and indirect costs in the determination of the 
termination settlement. A little more than two 
pages is devoted to the procedure prescribed 
by the War Department in PR-15 and termi- 
nation accounting manual for fixed-price sup- 
ply contracts in arriving at a negotiated set- 
tlement between the contracting officer and the 
contractor. 

In the Appendix to the report are shown 
the various cancellation clauses presently in 
use by the various Procurement Departments 
of the Government. 

This Conference Board report is a “must” 
for all persons who will be faced with the 
problem of obtaining settlements for can- 
celed contracts. Not the least important part 
of the report are the references to quotations 
tendered therein which constitute a reference 
guide to all that has been written on this sub- 
ject to date. 

Reviewed by DUNDAS PEACOCK. 
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PAST PRESIDENT OF INSTITUTE 
PRAISES ANNUAL MEETING 


ARTHUR R. TUCKER, 
Managing Director: 

My attendance at the Twelfth Annual Meet- 
ing of The Controllers Institute of America 
carried my mind back to the early days of The 
Institute and also to the thought left by Rus- 
kin, that, “Many minds were quickened in 
war, 

The warring minds that fought the organiza- 
tion of The Controllers Institute during its 
inception and organization were many, and 
some of great power. However, these control- 
lers who are now a part of The Institute have 
increased their power and have met the in- 
creased development of business institutions 
which have expanded enormously in the past 
twelve years. The old controller who, with a 


frozen mind, knew it all, is not abreast of the 
times. 

Our 2,000 controllers banded together are a 
powerful unit, meeting the requirements of 
business organizations that are larger than the 
world has ever known. The controller with 
the greater experiences and responsibilities is 
more approachable. He is more willing to dis- 
cuss vital business problems with his brother 
controller whether in related or unrelated activ- 
ities. Greater power is attained by those who 
work together. It is the professor or controller 
who is eternally trying to place himself on 
the pedestal of fame by preaching to the other 
fellow how it should be done, while he him- 
self has never worked out a practical advanced 
problem that would keep his employers abreast 
of the times, who will not and does not asso- 
ciate with prominent men of his own profes- 
sion. Such a man, conscious of his weakness, 
will not work with an assistant for fear that a 
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brighter mind will supplant him. The real con. 
troller employs help for details and has more 
time to keep abreast of the ever increasing 
requirements of business and government. 

That the ground work of The Controllers 
Institute was well and carefully prepared and 
that the seed sown in the early years was of 
the best, was proved at its Twelfth Annual 
Meeting. To have you understand more fully 
what was in my mind, it may be fitting at this 
point to give you a few words of the address 
made at the dedication of the First Brooklyn 
Bridge, which ran something like this: “At 
no prior time could this bridge have been 
built.” The result is the bringing together of 
all minds of all men of all ages. I should like 
to say that at no prior time could our Insti- 
tute have brought about so successful an an- 
nual meeting. The present World War has 
forced the young mind into its greatest oppor- 
tunity for power, and it has quickened those 
of us who are older and who attempted in the 
past to do our best. 

The cover of our program displays our great 
American Flag with its glowing colors of red, 
white and blue. The pledge of allegiance to 
our Flag and to our Nation predicates the 
same loyalty and trust of the controller to 
his corporation and to its related accounting 
and financial problems. 

The anticipated meetings were so fully 
realized and effective that every available in- 
dustry had its own special conference, which 
in many instances developed into sub-confer- 
ences on related subjects. 

The many sessions and conferences cannot 
be fully referred to in this letter, for some of 
the meetings developed into interchange of 
thought and experiences which in one instance 
lasted from 5:30 to 11 P.M. 

Finally, Postwar Reserves and the Funding 
of Postwar Reserves to care for repairs and re- 
placements that cannot be made now, as well 
as the relief from unjust taxes, were discussed. 

May we all agree that this meeting was the 
result of good seed sown in fertile ground 
and that at no prior time could all this have 
been accomplished. Every member can do no 
greater service to the president of his corpora- 
tion than to give him a copy of the program of 
this meeting. 

My sincere and hearty congratulations to you, 
the organizer and managing director. It’s fine 
to live to enjoy a full harvest. 

J. C. SHUMBERGER 
Call-Chronicle Newspapers, 
Allentown, Pennsylvania 
October 7, 1943 


“FINEST MEETING WE HAVE 
YET HELD” 


Mr. ARTHUR R. TUCKER, 
Managing Director: 

The Twelfth Annual Meeting which was 
held in New York last week was to my way 
of thinking a real success and the finest meet- 
ing we have yet held. The splendid program 
which the committee presented was a fine 
tribute to everyone who had a part in the plan- 
ning and arrangements. I am sure that every- 
one who attended felt well repaid for the time 
spent away from his desk. 

I particularly want to speak of the Mon- 
day evening conferences by industries, which 
was a new undertaking this year, and I be- 
lieve was the highlight of the meeting. It 
just happened that there was no industry meet- 
ing to cover our particular business, but I at- 
tended the conference on “The National Debt” 
and fully enjoyed the address by Dr. Saxon, 
and the discussion which followed. I certainly 
think in planning the meeting next year that 
the Industry Conferences should be given 4 
prominent spot on the program, as I really 
believe the members got more out of this 
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phase of the meeting than any other one 
part of the program. 
J. W. Sr. Cra 
Hajoca Corporation, 
Philadelphia, Pennsylvania 


MEETING ONE OF HIGH SPOTS 
IN INSTITUTE’S HISTORY 


ARTHUR R. TUCKER, 
Managing Director: 

The Twelfth Annual Meeting just con- 
duded last week will go down in_ history 
as one of the high spots of The Controllers 
Institute. 

It seemed to me that the program and the 
arrangements were admirably handled, espe- 
cially in view of the difficulties existing under 
present day conditions. 

I realize that the committees worked effec- 
tively, but they would have been helpless with- 
out the tremendous amount of work done by 
yourself and your staff at the National Office. 
I take my hat off to you on a job well done. 

C. W. BorTon 
Vice-President, Irving Trust 
Company, New York 


MET DEMANDS IMPOSED 
BY EMERGENCY 


ARTHUR R. TUCKER, 
Managing Director: 

Receipt of copy of your report as Manag- 
ing Director prompts me to tender congratu- 
lations on the very successful Institute year 
just closed. It is gratifying indeed to me to 
be a member of an organization which has so 
well met the demands imposed upon it by 
the national emergency. I think it goes with- 
out saying that the success that The Institute 
has had from the beginning is due in large 
measure to the efforts of our able Managing 
Director. 

J. E. HEIDGEN 
Basic Refractories, Inc., 
Cleveland 15, Ohio 


PERFECT PLANS WELL 
CARRIED OUT 


ARTHUR R. TUCKER, 
Managing Director: 

The Twelfth Annual National Meeting of 
The Controllers Institute of America was very 
interesting and educational. There was plenty 
of evidence that Mr. E. B. Nutt, Chairman 
of the Meeting Committee, and his assistants 
had given a great deal of their time and ef- 
forts to perfecting plans which worked with 
clock-like precision. The industry group con- 
ference which the writer attended presented 
an opportunity for those present to exchange 
views on their own problems and it is hoped 
that these conferences will be a regular fea- 
ture of future meetings. 

R. E. McDavip 
The Magnavox Company, 
Fort Wayne, Indiana 


HIGH STANDARDS OF 
ELIGIBILITY MAINTAINED 


ARTHUR R. TUCKER, 
Managing Director: 

I should like to add just a word of praise 
to those who have been congratulating you 
on The Institute’s membership having gone 
beyond the 2,000 mark. It seems more im- 
portant that this has been done without any 
lowering of the qualifications and standards for 
membership. 

Henry Z. WALCK 
Oxford University Press, 
New York, Inc. 


RECORD CARD FILING — USE 


DERMA-BILT 





THE STA-TITE 
COMPRESSOR 


The Sta-Tite Compressor is 
positive in operation and will 
hold cards in file even if 
drawer is inverted. It is about 
¥%”" thick and removable with- 
out the use of tools. 


All record cards should be filed with QUICK reference as a primary 
object. PERMA-BILT Filing Equipment was designed by practical 
Office Appliance Men with the object of obtaining the greatest 
efficiency—MAXIMUM filing capacity in the MINIMUM amount 
of floor space. The drawers are made of selected hardwood and 
are constructed with interlocked corner joints and have slotted 
bottoms. All cabinets are standard size, 37%” wide by 2412” 
deep and we can supply any combination of standard drawer sizes. 


IMPORTANT 
FEATURES 


ws 


NEW STA-TITE 
COMPRESSOR 


SECTIONAL 
INTERLOCKING UNITS 


MADE OF 
SELECTED HARDWOOD 


FINISHED IN 
STANDARD OFFICE 
GREEN 





WRITE FOR DETAILS AND PRICES 


PERMA-BILT EQUIPMENT CO. 
HANNA BUILDING - CLEVELAND 15, OHIO 


ERMA-BILT 
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Personal Liability Fear Hampers 
Contract Termination Payments 


Fear of personal liability is preventing coi- 
tracting officers of the War Department from 
making substantial partial payments on termi- 
nated contracts without exhaustive accounting, 
but legislative action by Congress can correct 
the present reluctance, Colonel Bryan Hous- 
ton, Assistant Director of the Purchase’s Divi- 
sion Service Force stated recently at a forum 
meeting of the New York Credit Men’s Asso- 
ciation in New York. 

“We are convinced,’ Colonel Houston said, 
“that the crucial need for speed in settlements 
will not permit excessive use of auditing and 
accounting. Reasonable data are, of course, 
needed for negotiation, and for this purpose 
selective accounting investigations will gen- 
erally be necessary, but the use of detailed 
audit except in unusual cases would seriously 
delay settlements and impede the return to 
peacetime production. Undoubtedly reliance on 
negotiation will result in some mistakes and 
some overpayments, but these must be bal- 
anced against the costs of delay in terms of 
wages and other income. The difference be- 
tween settlements on this basis and the most 
carefully audited settlements could not pos- 
sibly justify the terrible cost of an extended 
period of idleness for industry and labor.” 

A summary of the basic points made by 
Colonel Houston concerning the War Depart- 
ment’s termination policies follow: 


1. To keep the wheels of industry turning 
during the period when the War Department 
may be faced with the termination of 100,000 
prime contracts, at the end of the war, the 
department is concentrating on two aims: 
First: to provide prompt, fair settlements on 
contractors’ termination proposals, and second, 
to take care of the need for interim financing 
of contractors and subcontractors pending the 
final settlements. 

2. A check of current settlements indicates 
that the payment to the contractors averaged 
75 per cent of the contractors’ own proposed 
settlements, and that “where the contractor has 
carefully and fairly computed his settlement 
proposal he receives very nearly 100 per cent.” 

3. Final settlements by the Government to 
date represent payment of 11.2 per cent. of the 
face value of the canceled contracts; this low 
percentage indicates that many of the contracts 
canceled were in the early stages of fulfill- 
ment. 

4. An analysis of August settlements where 
the amount involved was over $10,000 showed 
that the contractor took an average of 4.2 
months to submit his proposal for settlements. 
The contractor thus has contributed to delays 
in arriving at settlements. 

5. Considerable work for the contractor as 
well as for the contracting officer is created by 
the present policy of trying to dispose of un- 
used materials, rather than to take title to them 
for the Government. 

6. Clearing of subcontractors’ settlement 
proposals will remain one of the biggest jobs 
in termination. Each of the 300 or 400 major 
prime contractors of the War Department may 
have an average of 2,000 or more customers 
and 6,000 subcontractors. 

7. Each month each district procurement 
office will submit a report to the Termination 
Branch of the War Department showing the 
status of every terminated contract on which 
final settlement has not been reached. 
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“In order to achieve adequate financing of 
termination settlements,’’ Colonel Houston 
said, “it seems to me that three things are 
required. First, interest must be allowed op 
the termination settlement to equalize the posi. 
tion of contractors who use the private financ. 
ing rather than public. Second, the type of 
financing must be extremely simple. Third, 
the method must permit advancing of money 
against inventory, receivables, work in Proc- 
ess and payments to the tier of contractors jm. 
mediately below.” 

Colonel Houston declared that only advance 
payments and guaranteed loans now give a 
contractor or subcontractor some protection on 
termination. Advance payments made for war 
production, he said, do have their maturity 
extended and become interest free on termina- 
tion, but since they do not free cash or per- 
mit the borrower to go about his normal busi- 
ness they fail to give adequate relief. Private 
bank loans, RFC loans and Federal Reserve 
Bank 13B loans, even if available, he said, 
do not protect the borrower from the danger 
that the loan will be called before final set- 
tlement. 

“This type of financing can be done in 
either of two ways,” he said. “One is by a 
very simplified form of guaranteed loan made 
through existing channels along the lines of 
the present V-loan system with a high de- 
gree of decentralization. The other is direct 
loans made to industry either by the procure- 
ment agency with a major interest in the 
borrower or by another Government agency on 
the basis of the simplest sort of security, such 
as the assignment of the producers’ termina- 
tion receivables.” 

Colonel Houston urged contractors to set 
up termination departments in their organiza- 
tions, manned by fully trained men, including 
officers of the company in whom confidence 
rests, ‘‘to avoid a fatal waste of time.” 


COMMUNITY POSTWAR PLANNING 


A special booklet, “A Procedure for Com- 
munity Postwar Planning,’ was recently is- 
sued by the Chamber of Commerce of the 
United States. It is based on the findings of 
a survey conducted in Albert Lea, Minne- 
sota. Commenting on the report, “Time,” 
in its October 4 issue, published the follow- 
ing: 

“Albert Lea is about to become something 
of a household word. Reason: it has made 
such an excellent and meticulous study of its 
postwar prospects that the United States 
Chamber of Commerce, in a 55-page pam- 
phlet, is holding up Albert Lea as a good 
example to all the U. S.” 


Contract Termination Pamphlet 

A special 96-page pamphlet, “War 
Contract Termination Procedure,” was fe- 
leased on October 1, by the National As- 
sociation of Credit Men, covering the 
War Department's Regulation 15, as well 
as parts of the Termination Accounting 
Manual for fixed price contracts. The 
pamphlet was a preprint of material pt¢- 
pared for the 1944 edition of the War 
Credit Manual of Commercial Laws, to 
be published by the Association early in 
November. 
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GET READY 
‘| FOR 44! 


Post-war planning will largely depend on ‘tors struggle along with inadequate, make- 
the records you keep today. Those records shift filing equipment! Their speed and accu- 
must be kept accurate... and immediately racy can now be greatly increased by the 
available at all times! As records grow... addition of a few new GUARDSMAN 
and how they do in these war times... they wood files. 

must be housed properly! Yes, now!...for GUARDSMAN 
No longer need your file opera- cabinets are ready for immediate 
delivery... without priority! Not 
just in four or five styles but in 
every type and size...and they 
look exactly like steel cabinets. We 
have on hand the world’s most 
IMMEDIATE DELIVE RY complete line of wood filing cabi- 
of nets...priced right to provide amaz- 

ingly low cost per filing inch! 


GUARDSMAN The GUARDSMAN is not a 
sich et “substitute for the duration”! In- 
Filing Cabinets genious construction details have 
made this a product of skilled 
craftsmanship... built for many 
years of trouble-free performance. 
Small wonder that hundreds of 
business concerns have chosen 
GUARDSMAN after exhaustive 

competitive tests. 


Call our nearest branch office to- 
day and tell them when you'd like 
your files delivered. Or, if you pre- 
fer fuller information, write for your 
free copy of “Filing Equipment in 
Wood”—a complete description 
of GUARDSMAN in every style. 


~ REMINGTON RAND 


BUFFALO 3, NEW YORK 
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0: file instead: of 


four!—and again McBee Keysort proves its 


efficiency. 


Four cross-reference files had been maintained 
to find facts in various arrangements, Writing 
up one card meant writing up four others; 
changing one card meant locating, removing 
and changing four more. Putting Keysort on 
the card resulted in one file doing the work 
of all, at a saving of money and clerical time 


and effort. 


Keysort handles any number of cards, with 


your regular clerks, 


and without costly 


machinery or equipment. 








FEDERAL TAX POLICY 








(Continued from page 475) 





Such a provision would require a re- 
orientation of the attitude of the Bureau 
of Internal Revenue and of taxpayers as 
well. Its success would be dependent 
upon the reasonableness of both admin- 
istrators and taxpayers. It could provide 
for all necessary contingency reserves, 
now and in the future, without requir- 
ing new legislation every time conditions 
change. If successful, it would provide 
the basis for simplifying our entire in- 
come tax structure by pointing the way 
to the same type of administrative dis- 
cretion that apparently has been quite 
successful in Canada. It is not a fool- 


proof scheme, but for that matter 
neither is any alternative proposal. 
This suggestion, moreover has the ad- 
vantage not present in current tax pro- 
cedure that the Bureau of Internal Rev- 
enue officials would be required to try 
to understand the taxpayer’s side of each 
case instead of acting, almost exclusively 
at times, as prosecuting attorneys with 
taxpayers as defendants. The recogni- 
tion that accounting is a procedure for 
estimating income instead of a tech- 
nique for obtaining absolute truth 
would eliminate the most serious evils 
of all recent tax laws: the danger to 
corporate security of the undistributed 
profits tax, of the excess-profits tax, and 
of renegotiation of prices, as well as 
other controversial aspects of corpora- 


tion tax law, are very largely the result 
of artificially closing accounting periods 
for tax purposes. If these could be elim. 
inated by providing contingency te. 
serves, a six-year carry back of losses, 
and an indefinite carry forward of 
losses, corporation executives would 
have relatively little reason for fearing 
that changes in tax rates would under. 
mine the security of their corporations, 


THREE TAX CHANGES 


In view of these facts, three changes 
in our tax laws are essential to bring 
tax computations into line with sound 
business planning. 

First, reserves for contingencies must 
be deductible in the computation of tax- 
able income. The serious effects of 
costs that must be met in the future are 
in no way diminished by the fact that, 
as Chairman Rockey suggests, the 
amounts of these reserves must be de- 
terminated at present by a process in- 
volving considerable guess work. Post- 
poning the allocation of costs to some 
future date, merely because it will be 
easier to determine the amount of such 
costs at that time, does not in any de- 
gree increase the accuracy of current 
computations from which these costs are 
omitted. On the contrary, the inclusion 
of an inaccurate guess may provide an 
estimate of profits that more closely ap- 
proximates a theoretically true amount 
than any figure from which all guesses 
have been eliminated. 


INDEFINITE CARRY FORWARD 


Second, provisions for carrying losses 
back and carrying losses forward are es- 
sential, at least in tax computations, in 
order to correct errors in annual esti- 
mates of profits. In view of the fact 
that some industries suffer losses for five 
of mote successive years, it is obvious 
that a two-year carry back and a two- 
year carry forward doesn’t eliminate 
such errors. The English system of al- 
lowing a six-year carry back and an in- 
definite carry forward would appear to 
be a reasonable approach to the solu- 
tion of this problem. 

In the third place, I am not unmind- 
ful that the privilege of deducting con- 
tingency reserves from current income 
could be abused seriously. For this 
reason, I would suggest that reserves 
remaining unused after a five year pe- 
riod should be returned to net income 
and that an additional tax be paid upon 
the basis of the tax law in effect at the 
time such reserves were deducted. 
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The softening up process is carried out in devastating 
patterns of bomb bursts, planted with precision by deadly 
aircraft. They undertake destruction of enemy capacity to 
wage war, by striking ceaselessly—allowing no respite, 
no opportunity to rebuild, no future but futility and defeat. 
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INSTITUTE ACTIVITIES 








PERSONAL NOTES 


Mr. Elmer P. Hardenbergh, formerly of 
Westates Petroleum Corporation of San 
Francisco, is serving as a Captain in the 
United States Army and is Chief of the Sta- 
tistics and Fiscal Branch in an overseas 
theater of operation. 


Mr. G. Carlisle, a member of the Detroit 
Control of The Institute, has added to his 
title of Assistant Treasurer that of Comp- 
troller of the Micromatic Home Corporation. 

Three members of The Institute were 
elected to the Advisory Board of the National 
Association of Bank Auditors and Comp- 
trollers at the recent annual meeting in De- 
troit. They are Mr. Ottmar A. Waldow,: 
Comptroller of the National Bank of Detroit, 
who served last year as President of the As- 
sociation; Mr. Cecil W. Borton, Vice Pres- 
ident of Irving Trust Company, New York, 
who is a national director of The Institute; 
and Major Charles Z. Meyer, formerly Comp- 
troller of The First National Bank of Chicago, 
who is now serving in the United States 
Army. 

Mr. Arthur R. Burbett, Comptroller, First 
National Bank, Baltimore, was elected Sec- 
retary of the National Association of Bank 
Auditors and Comptrollers at the annual meet- 
ing of the group in Detroit recently. Mr. 
Burbett, a member of the Baltimore Control 
of The Institute, had previously served as 
Treasurer of the Association. 

Mr. Martin E. Wagner, Secretary and 
Comptroller of Graybar Electric Company of 
New York, retired on October 1, after forty- 
five years of service with the company. Mr. 
Wagner, a member of the Institute, since Au- 
gust, 1935, is holder of Membership Certif- 
icate No. 528. He was succeeded by Mr. 
A. C. Lamperti, previously Assistant Secretary 
and General Auditor, who has been associ- 
ated with Graybar for twenty-three years. 








Position Open 








Controller wanted for large manufacturing 
company in commuting area of New York City. 
Industrial experience and excellent personality 
required. Salary range is $15,000 to $20,000. 
Address Box Number 415. THE CONTROLLER. 


Accountant 


Formerly controller for large midwestern 
manufacturer, in charge of all accounting activ- 
ities, desires to make a permanent connection 
with postwar possibilities. Excellent educa- 
tional background and practical experience in 
all phases of accounting, costs, statement prep- 
aration, office personnel and management. Age 
41, married, one child. Address Box No. 392, 
“The Controller.” 


Production Organization 
and Systems Adviser 


American government agency requires one 
or two specialists in production organization, 
cost analysis, systematization and control to 
advise on organization and operating prob- 
lems of small manufacturers of textiles, metal 
and leather products, chemicals, and a wide 
variety of manufacturing, metallurgical, ex- 
tractive, and service industries associated with 


the war effort in Far East. They must be re- 
sourceful, able to set up and adapt simple 
accounting and statistical systems and produc- 
tion routines that will fit each of a wide va- 
riety of products and services that will measure 
efficiency and determine standards of efficiency 
in each type of industry. Pleasing, tactful, tol- 
erant personality, and ability to teach others 
either individually or in groups, is essential. 
Standard university degree required, gradu- 
ate work desirable. Cooperative interest and 
experience desirable. 

Since the work is an important part of war 
effort, a request would be made to local selec- 
tive service boards to authorize release of 
persons over 31 with children born before 
August, 1942. Appointment will be for a 
period of about 15 months away from United 
States, with renewals if mutually satisfactory. 
Exceptional opportunities for interesting travel 
and for acquirement of knowledge of unusual 
value in postwar world. Government travel 
provided, also civilian pay and allowances 
equivalent to at least Lieutenant Colonel, 
perhaps more if qualifications justify. Candi- 
dates selected should expect to leave within 
about four weeks after appointment. During 
the war no members of family can accompany 
men selected. 

Give age, experience, education, salary de- 
sired, and complete statement showing appli- 
cation of experience to requirements set forth 
above, in first letter. Address Box No. 416, 
“The Controller.” 





Special Booklets Sent to 
Members of The Institute 


Each member of The Controllers In- 
stitute of America received, early in 
October, a special booklet containing 
the address of acceptance by Mr. John 
C. Naylor upon his election to the presi- 
dency of The Institute at the Twelfth 
Annual Meeting in September, as well as 
a second booklet containing reports of 
all National Committees. 

The same mailing brought the first of 
the special pamphlets, in the series of 
eight, each on a special subject, which 
constitute the Proceedings of the Twelfth 
Annual Meeting, and were sent without 
charge to members of The Institute. 
Additional copies are available at 50 
cents per copy, or $3 for the series of 
eight, and can be obtained both by mem- 
bers and non-members of The Institute, 
direct from national headquarters, One 
East Forty-second Street, New York 17, 
i ae 











CONGRATULATES CHAIRMAN 
OF ANNUAL MEETING 


Mr. E. B. Nutt, Chairman, 
Annual Meeting Committee: 

The Chattanooga members who attended the 
Twelfth Annual Meeting reviewed the conven- 
tion proceedings at a meeting of the Chatta- 
nooga Control held October 6. They were 
enthusiastic about the manner in which the 
convention was conducted and the value they 
received from their attendance. Those mem- 
bers who did not attend also received valu- 
able information from the reports made at 
the October 6th meeting. 

The heavy attendance of members and of 
persons outside the membership testifies to 


the increasing prestige of The Controllers Ip. 
stitute and to the value of the annual conven. 
tions. You are to be congratulated for having 
sustained the high standards expected of the 
organization. 

GLENN P. SMITH, President 


Chattanooga Control 


APPRECIATES BENEFITS 
OF MEMBERSHIP 


ARTHUR R. TUCKER, 
Managing Director: 

I have enjoyed being a member of The In- 
stitute and have been proud of it. The bene. 
fits which I have personally received have far 
outweighed the nominal membership fee. 

GerorGceE E. HALLETT 
Tung-Sol Lamp Works, Inc. 
Newark, New Jersey 


AIRCRAFT INDUSTRY ’S FINANCIAL 
POSITION STUDIED 


The financial position of the aircraft indus- 
try, is presented in a 52-page pamphlet, issued 
under that title, by the Graduate School of 
Business Administration at Harvard University, 
The study by Professors Lynn L. Bollinger and 
Tom Lilley is number 28 in the series of busi- 
ness*research studies of the school’s Bureau 
of Business Research. 

In their summary, the authors point out 
that “the financial statistics reviewed indicate 
that at present the aircraft companies have 
very slender financial resources with which to 
meet the difficult adjustments that lie ahead. 
Public interest would appear to dictate a gov- 
ernmental policy preventing high profits on 
war business and at the same time leaving man- 
ufacturing companies sufficient resources to re- 
store their plants and to develop the maximum 
possible peacetime employment and_produc- 
tion. The national importance of a continuing, 
strong aircraft industry would therefore sug- 
gest that specific plans to meet the financial 
difficulties of the conversion period merit most 
careful consideration now.” 

Copies of the booklet are available at $1.50 
from the Bureau of Business Research, Har- 
vard Business School, Soldiers Field Station, 
Boston, 63, Massachusetts. 


COMMISSIONS ARE PAYABLE 


Commissioner of Internal Revenue Guy T. 
Helvering granted employers, on October 7, 
approval to pay, without formal application, 
any commissions due to employees for Septem- 
ber or October, in all cases in which neither 
the rate of commission nor the amount of any 
other compensation has been increased since 
October 2, 1942. 

Except in cases where there has been an 
increase in the rate of commission or in the 
amount of any other compensation—such as 
base salary—Mr. Helvering, in effect, author- 
ized for the two months payments of com- 
missions on the same basis permitted earlier 
in the year. 

The approval was granted under revised 
salary stabilization regulations issued Septem- 
ber 4, 1943, which required approval before 
the payment of commissions exceeding in dol- 
lar amount the payments in the last accounting 
year prior to October 3, 1942. 
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Official U, S. Navy Photograph of fighter planes on a carrier deck 





Underwood Typewriters Underwood Sundstrand Underwood Elliott Fisher 
Adding-Figuring Machi A ting Machi: 





TO OUR MILLIONS OF VALUED CUSTOMERS: 

Accounting and Adding Machines are available under WPB 
regulations, 

Typewriters are available for rental to anyone. 
Maintenance Service, from coast to coast in 366 
cities is in complete and efficient operation for all 
makes of typewriters, UEF accounting and adding 
machines. 

Ribbons, Carbon Rolls and Carbon Paper—Com- 
plete lines are available for all makes of machines, 
Copyright 1943, Underwood Elliott Fisher Company 








Behind Esso’s 100-Octane Gasoline 


March Hundreds of 
Underwood Typewriters... 





Enlist your dollars . . . Buy War Bonds . . . To shorten the duration 


The fast-flying fuel that powers the planes of many of 
America’s intrepid airmen gets its paper work “start” on 
time-saving Underwood Typewriters and Office Machines. 


Throughout the Esso organization they have played a 
prominent part in the quick handling of office detail re- 
quired by the company’s war effort. 


From the “paper work” in the famous Esso Research 
Laboratories where this Victory fuel was developed to the 
final orders to Esso tanker captains for delivery “somewhere 
in the war zones,” the unfailing efficiency of Underwood’s 
durable equipment speeds the vital war work of the Standard 
Oil Co. of New Jersey and its associate companies. 


Reports Esso Marketers: “In the last few years many of 
our Underwoods have had to do double and even triple 
duty. Our UEF machines have stood up remarkably well, 
regardless of their age!” 


Underwood Elliott Fisher Company 


ONE PARK AVENUE, NEW YORK 16, N. Y. 


In war production on U. S. Carbines, Caliber .30 M-1—Airplane In- 
struments—Gun Parts—Ammunition Components—Fuses— 
Primers—and Miscellaneous Items. 
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MEETINGS OF CONTROLS | 
BALTIMORE held in the Dutch Treat Tea House in New nual Meeting of The Institute at the Septem. 


Topic: TAX PROBLEMS 


Mr. John L. Hougardy, Executive Direc- 
tor, Maryland Public Expenditure Council, 
Inc., spoke on “The Tax Problem from a 
Practical Viewpoint” at the regular monthly 
meeting of the Baltimore Control held 
Wednesday evening, October 13, in the Lord 
Baltimore Hotel. 


BOSTON 
Topic: POSTWAR PROBLEMS 

“National Officers’ Night’’ was featured at 
the October 28 meeting of the Boston Con- 
trol, at which Mr. Roland A. Erickson, Vice- 
President, Guaranty Bank & Trust Com- 
pany, Worcester, Massachusetts, spoke on 
“Postwar Problems.’ The meeting was held in 
Worcester. The November meeting of the 
Control, scheduled for Boston, will hear 
Mr. Ira Mosher, Vice-President and General 
Manager of the American Optical Company, 
and President of the Associated Industries of 
Massachusetts, whose subject will be “Con- 
trollers’ Contribution to Sound Personnel Re- 
lations.” 

Early in October the Control issued a spe- 
cial 16-page booklet, with a two color cover, 
detailing the work of The Controllers In- 
stitute and of the Boston Control, listing 
meetings for the 1943-44 season, as well as 
officers, directors and committee members 
of the Boston Control. 


BRIDGEPORT 
JOINT MEETING 
A joint meeting with the Connecticut Chap- 
ter of the American Statistical Association, 


Haven on October 6, opened the current sea- 
son for the members of the Bridgeport Con- 
trol. The speaker was Walter F. Landis, 
Vice-President, Amercian Cyanamid Com- 
pany, who discussed ‘‘The Present Economic 
and Political Situation.” An engineer and 
practical economist, Mr. Landis is the author 
of the book, “An Engineer Looks at Infla- 
tion,” 


BUFFALO 
Topic: CONVENTION HIGHLIGHTS 
The regular monthly meeting of the Buf- 
falo Control of The Controllers Institute of 
America was held Tuesday evening, October 
5th. The business session which followed the 
dinner was devoted to discussion of the pro- 
ceedings at the recent Twelfth Annual Meet- 
ing of The Institute, held in New York City. 


CHATTANOOGA 
Topic: ANNUAL MEETING 

Members of the Control who attended the 
Twelfth Annual Meeting of The Institute in 
New York, September 20-22, presented a re- 
port of the proceedings at the October 6 
meeting in the Read House. 

Mr. Shannon Gamble was the featured 
speaker at the September 13 meeting of the 
Chattanooga Control in the Read House. His 
subject was “Income Tax Declaration.” 


CHICAGO 7 
ANNUAL MEETING REVIEW 


Six members of the Chicago Control re- 


viewed the proceedings of the Twelfth An- 
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ber 28 meeting in the Union League Club, 
They included the Messrs. Thomas W. Bry- 
ant, Wilson & Company, Inc.; Edwin W. Bur. 
bott, A. B. Dick Company; Fred H. Kaiser 
The Crane Company; Edward M. Kerwin, 
E. J. Brach & Sons; Joseph B. Lanterman, 
American Steel Foundries; and Leo Stevens 
American Hospital Supply Corporation. 


CINCINNATI 
Topic: APPRAISALS 
A member of the staff of one of the out. 
standing appraisal companies was scheduled 
to speak at the October 12 meeting of the 
Cincinnati Control on current principle meth. 
ods and problems in connection with “Ap. 
praisals and Industry.” For the November 
meeting an “Information Please” type of pro- 
gram is scheduled to cover selected control- 
lership problems. 


CLEVELAND 

Topic: WAGE STABILIZATION 
A round table discussion on “Wage Sta- 
bilization Brought Up-To-Date” was fea- 
tured at the regular monthly meeting of the 
Cleveland Control, held Tuesday evening, 
October 12, in the Hotel Cleveland. 


DAYTON 

Topic: PERSONNEL PROBLEMS; VT 

LOANS 

Mr. H. W. Park, Employment Manager 
of the Airtemp Division of Chrysler Corpo- 
ration, and Mr. H. W. Géillaugh, Vice- 
President of the Third National Bank and 
Trust Company, were the speakers at the 
regular monthly meeting of the Dayton Con- 
trol, held Thursday evening, October 14, 
at the Van Cleve Hotel. Mr. Park spoke on 
“Personnel Problems,’ and Mr. Gillaugh 
discussed “VT Loans.” 


DETROIT 
Topic: CURRENT PROBLEMS 


A round table discussion on “Current Prob- 
lems” featured the monthly meeting of the 
Detroit Control in the Hotel Statler on Sep- 
tember 28. The agenda also included a re- 
view of subjects discussed at The Institute's 
recent Annual Meeting in New York. 


DISTRICT OF COLUMBIA 
Topic: THE DEPARTMENT OF STATE 

Mr. G. Howland Shaw, Assistant Secretary 
of State, spoke on “The Organization of the 
Department of State and the Foreign Service,” 
at the September 28 meeting of the District 
of Columbia Control in the Carlton Hotel. 
Committee appointments for the current yeat 
have been announced. They include the fol- 
lowing: 

Program: Mr. L. J. Van Herpe, Chairman; 
Mr. R. D. Marshall, and Mr. Reynold A. Lee. 

Publicity: Mr. F. Charles Brown, Chairman: 
Mr. Henry W. Herzog. 

Membership: Mr. O. H. Ritenour, Chairman; 
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MEETINGS OF CONTROLS 





Mr. Harold G. Haydon, Mr. William R. Little, 
Mr. Humphrey Lloyd, Mr. Raymond G. Marx. 

Tax: Mr. Franklin H. Kenworthy, Chairman; 
Mr. J. E. Heberle. 


HARTFORD 
Topic: ACCOUNTING CHANGES 
Mr. Thomas A. Inch, Treasurer of Arrow- 
Hart & Hegeman Electric Company, spoke 
on “Changes in Accounting Procedures and 
Practices” at the regular monthly meeting 
of the Hartford Control on Thursday eve- 
ning, October 14, at the Elm Tree Inn. 


INDIANAPOLIS 
Topic: LABOR AND MANAGEMENT 


The first meeting of the season for the In- 
dianapolis Control, on September 29, heard 
Mr. James Robb, Director of the United Steel 
Workers of America, District No. 30, discuss 
“What Labor Expects of Management.” The 
meeting programs of the Control are this 
year under the chairmanship of Mr. Paul 
Stark, Public Service Company of Indiana, 
Inc. 


KANSAS CITY 
Topic: ANNUAL MEETING REVIEW 


Four members of the Kansas City Control 
reported, at the October 11 meeting in the 
University Club, on the proceedings of The 
Institute’s Twelfth Annual Meeting. The 
speakers included Messrs. R. S. Coons, T. G. 
Kensett, J. A. Laws, Jr., and M. C. Newby. 


LOS ANGELES 
Topic: PRICE ADJUSTMENTS 
Major E. A. Mattison, Chief of the Price 
Adjustment Section, Western Procurement 
District of the United States Army Air Force 
Procurement Division, was the featured 
speaker at the October 21 dinner meeting 
of the Los Angeles Control in the Clark 
Hotel. 


LOUISVILLE 
Topic: POSTWAR PLANNING 


For its September 29 meeting at the Pen- 
dennis Club, the Louisville Control scheduled 
a speech on “Postwar Planning,” which was 
presented by Hon. William B. Harrison, 
former Mayor of the city, President of the 
Louisville Industrial Foundation, and Chair- 
man of the Louisville District, Committee for 
Economic Development. 


LOUISVILLE 


The following committee appointments were 
recently announced by Mr. G. Stuart Bruder, 
President of the Local Control: 


Admissions and Membership Committee: 
Mr. Claude W. Hupp, Chairman; Mr. John 
Sanderlin, Mr. C. A. Vollmer. 

Auditing Committee: Mr. James R. Arthur, 
Chairman; Mr. C. P. Geleynse. 

Nominating Committee: Mr. G. Stuart 
Bruder, Chairman; Mr. James R. Arthur, Mr. 
David F. Cocks. 

Program Committee: Mr. W. H. MacLean, 
Chairman; Mr. J. Sterling Davis, Mr. Robert 
Landolt. 


Publicity Committee: Mr. William R. Hays, 
Chairman; Mr. William Benjamin Harrell. 


MILWAUKEE 
Topic: CONTRACT TERMINATION 

Mr. H. T. McAnly, Resident Partner of 
Ernst & Ernst, Accountants, spoke on “Con- 
tract Termination,” at the regular monthly 
meeting of the Milwaukee Control on Oc- 
tober 12, in the University Club. 

The first meeting of the season for the Mil- 
waukee Control on September 14 heard an in- 
teresting discussion on “Job Evaluation’ by 
Mr. Arnold H. Nielsen, Director of Training 
of the Wisconsin Electric Company. Mr. 
Nielsen’s many years of experience in em- 


ploye training qualified him to speak on this 
subject and his talk proved particularly en- 
lightening to the members and guests present. 


NEW YORK 
Topic: MANPOWER PROGRAM 


Mr. Stephen Sheriden, Acting Area Direc- 
tor of the New York City Area of the War 
Manpower Commission, spoke on ‘Man- 
power Problems and the Manpower Pro- 
gram” at the October 21 dinner meeting 
of the Control in the Hotel New Yorker. 
A number of controllers were accompanied 
by the personnel directors of their firms on 
this occasion. 





FRIDEN . . . High-Speed Automatic Calculators, 


offer the solution of the problems in business 


today, created by the critical shortage of com- 


petent clerical help. FripEN FuLLY-AUTOMATIC 


CALCULATORS are available when the applica- 


tions to obtain deliveries have been approved 


by the War Production Board. Telephone your 


local Fridén Representative for information. 


Fridén Mechanical and Instructional Service is avail- 


able in approximately 250 Company controlled Sales 
Agencies throughout the United States and Canada. 


F 4 I Dp E r CALCULATING MACHINE Co., INC. 


EXECUTIVE OFFICES AND PLANT -~ 


SAN LEANDRO, CALIFORNIA, U.S.A. 
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BALTIMORE 
Topic: TAX PROBLEMS 
Mr. John L. Hougardy, Executive Direc- 
tor, Maryland Public Expenditure Council, 
Inc., spoke on “The Tax Problem from a 
Practical Viewpoint” at the regular monthly 
meeting of the Baltimore Control held 
Wednesday evening, October 13, in the Lord 
Baltimore Hotel. 


BOSTON 
Topic: POSTWAR PROBLEMS 

“National Officers’ Night’’ was featured at 
the October 28 meeting of the Boston Con- 
trol, at which Mr. Roland A. Erickson, Vice- 
President, Guaranty Bank & Trust Com- 
pany, Worcester, Massachusetts, spoke on 
“Postwar Problems.” The meeting was held in 
Worcester. The November meeting of the 
Control, scheduled for Boston, will hear 
Mr. Ira Mosher, Vice-President and General 
Manager of the American Optical Company, 
and President of the Associated Industries of 
Massachusetts, whose subject will be ‘“Con- 
trollers’ Contribution to Sound Personnel Re- 
lations.” 

Early in October the Control issued a spe- 
cial 16-page booklet, with a two color cover, 
detailing the work of The Controllers In- 
stitute and of the Boston Control, listing 
meetings for the 1943-44 season, as well as 
officers, directors and committee members 
of the Boston Control. 


BRIDGEPORT 
JOINT MEETING 
A joint meeting with the Connecticut Chap- 
ter of the American Statistical Association, 


held in the Dutch Treat Tea House in New 
Haven on October 6, opened the current sea- 
son for the members of the Bridgeport Con- 
trol. The speaker was Walter F. Landis, 
Vice-President, Amercian Cyanamid Com- 
pany, who discussed ‘‘The Present Economic 
and Political Situation.” An engineer and 
practical economist, Mr. Landis is the author 
of the book, “An Engineer Looks at Infla- 
tion.” 


BUFFALO 
Topic: CONVENTION HIGHLIGHTS 
The regular monthly meeting of the Buf- 
falo Control of The Controllers Institute of 
America was held Tuesday evening, October 
5th. The business session which followed the 
dinner was devoted to discussion of the pro- 
ceedings at the recent Twelfth Annual Meet- 
ing of The Institute, held in New York City. 


CHATTANOOGA 
Topic: ANNUAL MEETING 

Members of the Control who attended the 
Twelfth Annual Meeting of The Institute in 
New. York, September 20-22, presented a re- 
port of the proceedings at the October 6 
meeting in the Read House. 

Mr. Shannon Gamble was the featured 
speaker at the September 13 meeting of the 
Chattanooga Control in the Read House. His 
subject was “Income Tax Declaration.” 


CHICAGO 
ANNUAL MEETING REVIEW 


Six members of the Chicago Control re- 
viewed the proceedings of the Twelfth An- 
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nual Meeting of The Institute at the Septem. 
ber 28 meeting in the Union League Club, 
They included the Messrs. Thomas W. Bry- 
ant, Wilson & Company, Inc.; Edwin W. Bur. 
bott, A. B. Dick Company; Fred H. Kaiser 
The Crane Company; Edward M. Kerwin, 
E. J. Brach & Sons; Joseph B. Lanterman, 
American Steel Foundries; and Leo Stevens 
American Hospital Supply Corporation. 


CINCINNATI 
Topic: APPRAISALS 
A member of the staff of one of the out. 
standing appraisal companies was scheduled 
to speak at the October 12 meeting of the 
Cincinnati Control on current principle meth. 
ods and problems in connection with “Ap. 
praisals and Industry.” For the November 
meeting an “Information Please” type of pro- 
gtam is scheduled to cover selected control- 
lership problems. 


CLEVELAND 

Topic: WAGE STABILIZATION 
A round table discussion on “Wage Sta- 
bilization Brought Up-To-Date” was fea- 
tured at the regular monthly meeting of the 
Cleveland Control, held Tuesday evening, 
October 12, in the Hotel Cleveland. 


DAYTON 

Topic: PERSONNEL PROBLEMS; VT 

LOANS 

Mr. H. W. Park, Employment Manager 
of the Airtemp Division of Chrysler Corpo- 
ration, and Mr. H. W. Géillaugh, Vice- 
President of the Third National Bank and 
Trust Company, were the speakers at the 
regular monthly meeting of the Dayton Con- 
trol, held Thursday evening, October 14, 
at the Van Cleve Hotel. Mr. Park spoke on 
“Personnel Problems,’ and Mr. Gillaugh 
discussed “VT Loans.” 


DETROIT 
Topic: CURRENT PROBLEMS 
A round table discussion on “Current Prob- 
lems” featured the monthly meeting of the 
Detroit Control in the Hotel Statler on Sep- 
tember 28. The agenda also included a re- 
view of subjects discussed at The Institute's 
recent Annual Meeting in New York. 


DISTRICT OF COLUMBIA 
Topic: THE DEPARTMENT OF STATE 

Mr. G. Howland Shaw, Assistant Secretary 
of State, spoke on “The Organization of the 
Department of State and the Foreign Service,” 
at the September 28 meeting of the District 
of Columbia Control in the Carlton Hotel. 
Committee appointments for the current yeat 
have been announced. They include the fol- 
lowing: 

Program: Mr. L. J. Van Herpe, Chairman; 
Mr. R. D. Marshall, and Mr. Reynold A. Lee. 

Publicity: Mr. F. Charles Brown, Chairman: 
Mr. Henry W. Herzog. 
Membership: Mr. O. H. Ritenour, Chairman; 
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MEETINGS OF CONTROLS 





Mr. Harold G. Haydon, Mr. William R. Little, 
Mr. Humphrey Lloyd, Mr. Raymond G. Marx. 

Tax: Mr. Franklin H. Kenworthy, Chairman; 
Mr. J. E. Heberle. 


HARTFORD 
Topic: ACCOUNTING CHANGES 
Mr. Thomas A. Inch, Treasurer of Arrow- 
Hart & Hegeman Electric Company, spoke 
on “Changes in Accounting Procedures and 
Practices” at the regular monthly meeting 
of the Hartford Control on Thursday eve- 
ning, October 14, at the Elm Tree Inn. 


INDIANAPOLIS 
Topic: LABOR AND MANAGEMENT 


The first meeting of the season for the In- 
dianapolis Control, on September 29, heard 
Mr. James Robb, Director of the United Steel 
Workers of America, District No. 30, discuss 
“What Labor Expects of Management.” The 
meeting programs of the Control are this 
year under the chairmanship of Mr. Paul 
Stark, Public Service Company of Indiana, 
Inc. 


KANSAS CITY 
Topic: ANNUAL MEETING REVIEW 
Four members of the Kansas City Control 
reported, at the October 11 meeting in the 
University Club, on the proceedings of The 
Institute’s Twelfth Annual Meeting. The 
speakers included Messrs. R. S. Coons, T. G. 
Kensett, J. A. Laws, Jr., and M. C. Newby. 


LOS ANGELES 
Topic: PRICE ADJUSTMENTS 
Major E. A. Mattison, Chief of the Price 
Adjustment Section, Western Procurement 
District of the United States Army Air Force 
Procurement Division, was the featured 
speaker at the October 21 dinner meeting 
of the Los Angeles Control in the Clark 
Hotel. 


LOUISVILLE 
Topic: POSTWAR PLANNING 


For its September 29 meeting at the Pen- 
dennis Club, the Louisville Control scheduled 
a speech on “Postwar Planning,” which was 
presented by Hon. William B. Harrison, 
former Mayor of the city, President of the 
Louisville Industrial Foundation, and Chair- 
man of the Louisville District, Committee for 
Economic Development. 


LOUISVILLE 


The following committee appointments were 
recently announced by Mr. G. Stuart Bruder, 
President of the Local Control: 


Admissions and Membership Committee: 
Mr. Claude W. Hupp, Chairman; Mr. John 
Sanderlin, Mr. C. A. Vollmer. 

Auditing Committee: Mr. James R. Arthur, 
Chairman; Mr. C. P. Geleynse. 

Nominating Committee: Mr. G. Stuart 
Bruder, Chairman; Mr. James R. Arthur, Mr. 
David F. Cocks. 

Program Committee: Mr. W. H. MacLean, 


Chairman; Mr. J. Sterling Davis, Mr. Robert 
Landolt. 


Publicity Committee: Mr. William R. Hays, 
Chairman; Mr. William Benjamin Harrell. 


MILWAUKEE 
Topic: CONTRACT TERMINATION 

Mr. H. T. McAnly, Resident Partner of 
Ernst & Ernst, Accountants, spoke on “Con- 
tract Termination,” at the regular monthly 
meeting of the Milwaukee Control on Oc- 
tober 12, in the University Club. 

The first meeting of the season for the Mil- 
waukee Control on September 14 heard an in- 
teresting discussion on “Job Evaluation” by 
Mr. Arnold H. Nielsen, Director of Training 
of the Wisconsin Electric Company. Mr. 
Nielsen’s many years of experience in em- 


ploye training qualified him to speak on this 
subject and his talk proved particularly en- 
lightening to the members and guests present. 


NEW YORK 
Topic: MANPOWER PROGRAM 


Mr. Stephen Sheriden, Acting Area Direc- 
tor of the New York City Area of the War 
Manpower Commission, spoke on ‘Man- 
power Problems and the Manpower Pro- 
gram” at the October 21 dinner meeting 
of the Control in the Hotel New Yorker. 
A number of controllers were accompanied 
by the personnel directors of their firms on 
this occasion, 
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PHILADELPHIA 
1943-44 COMMITTEES NAMED 
Committees of the Philadelphia Control 
to serve during the current year were an- 
nounced by President George R. Rankin, 
Controller, Artloom Corporation, as follows: 


Advisory Council—1943-1944: President, 
George R. Rankin, Chairman; Mr. Harold 
Stott, Mr. Thomas W. Dinlocker, Mr. Elmer 
Hart, Mr. D. H. Schultz. 

Arrangements Committee: Mr. Holden Ar- 
naiz, Chairman; Mr. A. L. Fowler, Vice Chair- 
man; Mr. Howard O. Oberlander, Mr. Philip 
S. Cruttenden, Mr. Edward L. Fortin. 

Attendance and Reception Committee: Mr. 
C. R. MacFarland, Chairman; Mr. Weir Mitch- 
ell, Vice Chairman; Mr. Franklin R. Ehmann, 
Mr. David H. Harshaw, Mr. Anthony E. 
Morales, Mr. F.. G. Roberts, Mr. James E. 
Wood. 

Education Committee: Mr. John Lawson, 
Chairman; Dr. Edward B. Logan, Vice Chair- 
man; Mr. Harold Stott. 

Legislation Committee: Mr. Arthur Pouchot, 
Chairman; Mr. John Lawson, Vice Chairman; 
Mr. Harvey Ulrich. 

Membership Committee: Mr. Charles Jones, 
Chairman; Mr. A. W. Wainwright, Vice 
Chairman; Mr. Charles H. Dore, Mr. F. A. 
Greenwood, Mr. Philip J. Geib. 

Program Committee: Mr. W. W. Walters, 


Chairman; Mr. Thomas S. Lever, Jr., Vice 
Chairman; Mr. Robert B. Bloom, Mr. Dun- 
can Merriweather, Mr. Jesse F. Bloom. 
Publicity Committee: Mr. Willard Holt, 
Chairman; Mr. Howard Gibson, Vice Chair- 
man; Mr. Charles Yardley, Mr. Robert Dunlop. 


ROCHESTER 
Topic: CONVENTION HIGHLIGHTS 
Brief reports by the members of the Con- 
trol who attended The Institute’s Twelfth 
Annual Meeting, made up the program of 
the dinner meeiing of the local Control on 
September 29, at the Rochester Club. The 
discussion was led by Mr. W. L. Jordan, 
Controller of Rochester Products Division, 
General Motors Corporation. 


ST. LOUIS 

Topic: WAGE AND SALARY STABILI- 

ZATION 

Mr. A. H. Schettler, Comptroller of the 
Union Electric Company of Missouri, led a 
discussion on “stabilization of Wages and 
Salaries” at the September 27 meeting of the 
St. Louis Control in the Missouri Athletic 
Club. This meeting supplemented two meet- 
ings on this subject held during the previous 
year. 


APPRAISAL Company 
CONSULT Bers IN PROPERT:Y ECONOMICS 


SAN FRANCISCO 
Topic: WAGE AND SALARY PROGRAM 


Twenty-six members and two guests were 
present on September 16 at the St. Francis 
Hotel for the meeting of the San Francisco 
Control, at which Mr. T. Gartrell, General 
Metals Corporation, Oakland, a member of 
The Institute, spoke on the subject, “The 
Last Word in Wage and Salary Stabilization.” 
Committees appointed by President William 
Webster include the following: 


Program: Mr. Cloyd O. Dawson, Chairman; 
Mr. Ralph C. Wamser, Mr. Wm. T. Wersch- 
kull. 

Admissions: Mr. Owen T. Jones, Chairman; 
Mr. John R. McKee, Mr. F. W. Teasdel. 

Membership: Mr. Guy P. Jones, Chairman; 
Mr. T. Gartrell, Mr. S. J. Edenholm. 

Education: Mr. Wm. Herbert Carr, Chair. 
man; Mr. J. R. McKee, Mr. C. B. Flick. 


SPRINGFIELD 
Topic: JOINT COMMITTEE 


A proposal to create a joint committee 
compiled of members of the Boston and 
Springfield Controls for the purpose of 
studying matters of state-wide concern, was 
discussed at the October 4 meeting of the 
Springfield Control, at the Sheraton Hotel in 
Springfield. The subject will have further 
consideration, it was announced by Mr. J. A. 
Chadbourne, Secretary of the Control. Be- 
sides this discussion, the October meeting 
featured an anlysis of the various discus- 
sions presented at the Twelfth Annual Meet- 
ing of The Institute in New York, during 
the month of September. Mr. John B. Roys, 
Secretary and Comptroller, Greenfield Tap 
and Die Company, was introduced as a new 
member of the Springfield Control. 


SYRACUSE" 
Topic: ANNUAL MEETING REVIEW 


Because the September meeting of the Syra- 
cuse Control could cover only a small part of 
the program of the Twelfth Annual Meeting 
of The Institute in New York in September, 
the October 26 meeting of the Control at the 
University Club featured a further series of 
reports on topics of interest as presented at the 
Annual Meeting. The reports were handled by 
several members of the Control who were in 
attendance at the Twelfth Annual Meeting. 


TWIN CITIES 
Topic: TAX DISCUSSION 


A discussion of the tax program now be- 
ing considered by Congress was featured at 
the regular monthly meeting of the Twin 
Cities Control held Tuesday evening, October 
5th, in the St. Paul Athletic Club. 

Part of the meeting was devoted to fe- 
ports of members who attended the Twelfth 
Annual National Meeting of The Institute 
in New York City. 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public J Tere, s TD. Pp Anh! Te. 

ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 
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